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Jean Chrétien, Minister responsible for the 
Foreign Investment Review Act 


Despite all that has been said and written 
it is evident that there is still a good deal of 
uncertainty and confusion about the Foreign 
Investment Review Act. 


Let me stress, at the outset, a point that 
has been made repeatedly by Ministers since 
the Act was first introduced. As a matter of 
policy, Canada welcomes foreign 
investment generally speaking. We know 
that we need a great deal of new investment 
to develop our national economic potential. 
We also know that we will not in the 
foreseeable future be able to meet all our 
needs for new capital, technology, etc., from 
Our Own resources. 


It is very reasonable to ask why, if that is 
so, Canada has put in place a foreign 
investment review process. If foreign 
investment is desirable and welcome, why 
screen it? 


Perhaps | can best explain by citing a 
parallel. It is well known that Canada has 
traditionally followed a very liberal 
immigration policy. We continue to do so, 


relatively to others. Nevertheless, like all 
other countries we reserve the right to screen 
would-be immigrants individually so as to 
assure ourselves that, if admitted, they will 
likely fit into Canadian society and contribute 
in some way to our further development. 
There is no inconsistency that | can see 
between a generally liberal immigration 
policy and the existence of a process 
designed to ensure that entry in individual 
cases will be of benefit to the country — that, 
for example, entry will not take place in 
circumstances where the immigrant would 
not be able to find work for which he is 
qualified, or if he did, would simply displace 
someone already employed. 


By law every investment that is reviewable 
under the Foreign Investment Review Act 
must be assessed by the Government for 
“significant benefit to Canada.” Those that 
are judged to meet that test are allowed. By 
far the greatest proportion have met the test 
and have been allowed and | expect that to 
continue. Because the Government chose, 
very deliberately, and for good reasons, to 
adopt a flexible, case-by-case, approach it is, 
for the most part not possible to prescribe, 
in advance, pre-conditions of allowance, 
either generally or in relation to particular 
circumstances. 

The main purpose of this periodical is to 
provide, in the current and subsequent 
issues, especially to potential investors in 
Canadian business, some further insight into 
the principles and the policy framework 
surrounding the administration of the Act. | 
firmly believe that better insight will remove 
any impression that the review process is 
designed, or is being applied, to “block” 
foreign investment in Canada. 


Jean Chrétien 
Minister responsible for the 
Foreign Investment Review Act 
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ews briefs 


udgets encourage 
apital investment 


_ Measures contained in Canada’s most 
scent federal and provincial budgets 
ontinue in the direction of encouraging 
ivestment and business confidence. The 
nance ministers of the provinces of Ontario 
nd Quebec in particular have presented 
udgets conducive to promoting a favorable 
\vestment climate. Another major feature of 
ye federal and provincial budgets is an 
xpressed intention to retain tight control 
ver government spending and to restrict 
overnment demands on the capital market. 


At the federal level, Finance Minister 
Jonald Macdonald introduced several fiscal 
yeasures designed to stimulate foreign 
westment in Canada — particularly, large 


»ng-term investments. 


i 
some of the measures include: 


' An extension of the 5% investment tax 
credit for another three years. In addition, 
the tax credits will be extended to cover 
expenditures on scientific research and 
development; 


! 
i 


q 
i 


An increase in the tax credits on 
investment in slower growth regions of 
Canada — a 712% credit for investments 
in Saskatchewan, Manitoba, Northern 

- Ontario and designated regions of Quebec 
other than the Gaspé region and a 10% tax 
credit for investments in the Gaspé region 
and the four Atlantic provinces — New 
Brunswick, Nova Scotia, Newfoundland, 
and Prince Edward Island; 


» An increase in the dividend tax credit to 
50% from 332% on January 1, 1978; 


» A deduction of 3% of the opening value of 
~ qualifying inventories in calculating 
business income each year for 
incorporated and unincorporated 
businesses. This measure is designed to 
_ minimize the distortion of business income 
_ from inventory inflation; 


» A simplification of fiscal regulations 
_ pertaining to corporate expansion and 
reorganizations. 


_ These budgetary measures represent a tax 
‘elief to the business community of 
approximately $660 million for fiscal year 
1977-78. 


The provincial finance ministers seemed to 
follow the federal government's lead in 
presenting austerity budgets designed to 
restrict government expenditures and 
encourage investment. In this way, the 
finance ministers of Quebec and Ontario in 
particular, attempted to reduce their 
budgetary deficits and their reliance on 
borrowings. 


Ontario's finance minister Darcy 
McKeough greatly modified the province's 
controversial 20% tax on land sold to non- 
Canadians by limiting the tax to the purchase 
of agricultural and recreational land and 
removing it from commercial land. In 
addition, he presented several measures 
designed to stimulate small and medium- 
sized businesses. 


Quebec's finance minister Jacques 
Parizeau also favored small and medium- 
sized businesses by introducing an industrial 
incentive program known as ‘‘the fund for 
industrial recovery.’’ Under the new plan, a 
company can set aside up to 50% of its 
provincial corporate tax to be drawn out 
within five years to finance up to 25% of the 
cost of approved industrial investments. 


Optimistic forecast 
by Conference Board 


The president of the Conference Board in 
Canada, Robert René de Cotret, says he is 
“guardedly optimistic” that real growth of the 
Canadian economy will amount to between 
5% and 6% in 1978. The Conference Board 
predicts growth of only 3% for the present 
year. 


Mr. René de Cotret predicted that growth 
would accelerate next year owing to an 
underlying improvement in government and 
business relations and the clarification of the 
economic environment after the government 
has made some major decisions. 


Among the decisions he predicts will 
affect the economy is includes a decision to 
build a northern pipeline, a post wage-and- 
price-controls policy, a report by the Royal 
Commission on Corporate Concentration and 
the tabling of a new competition bill. 


The Conference Board, an independent 
non-profit business research organization, 
also forecasts that the Canadian consumer 
price index will increase by between 6% and 
7% next year, that corporate profits will 
expand by 15% or 20% during the same 
period and that unemployment will gradually 
decline. 


Mr. René de Cotret remarked that recently 
the Canadian government has seemed much 
more receptive to ideas and consultation with 
business and that government seems to be 
actively searching for solutions to Canada’s 
economic problems. 


The Conference Board president also 
pointed out that corporate profits in Canada 
are improving and the position of business is 
strengthening which he says will lead to an 
upturn in real capital spending by the middle 
of 1978. 


Canada’s merchandise trade surplus will 
increase to between $2.5 billion and $3 
billion this year and next, he said, and Canada 
will borrow $5.5 billion abroad this year. He 
predicted a continuation of Canada’s large 
balance of payments deficit on a current 
account basis but he said there would be no 
problems financing it because Canada is still 
investment-worthy and a capital account 
surplus will cover the deficit. 


ENERGY 


Government report 
estimates capital needs 


Investment totalling between $170 billion 
and $180 billion will be needed in the next 
15 years to assure the production and 
delivery of adequate energy supplies for 
Canada, according to a document entitled An 
Energy Policy for Canada, prepared by 
Canada’s federal department of energy, 
mines, and resources. 


The document is a discussion paper 
designed to present the likely evolution of 
financial requirements to provide adequate 
energy supplies for Canada. According to one 
of the predictions, capital investments of 
between $90 billion and $130 billion will be 
needed for the generation, transportation, 
and distribution of electricity in the next 15 
years. The magnitude of such demands for 
capital are bound to cause some strains on 
capital markets, the report notes. 


Nevertheless, the authors of the report are 
confident that the setting of an appropriate 
price for energy, the rational use of domestic 
capital markets — and in the case of 
hydroelectricity, a reliance on foreign loan 
markets — will permit the amassing of 
sufficient capital to assure Canada’s 
domestic requirements. The authors of the 
report also believe that capital for the 
construction of northern pipelines will require 
massive inputs of foreign capital. 
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News briefs 
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in accord with its policy of attaining 
energy self-sufficiency for Canada, the 
minister of energy, mines and resources, 
Alistair Gillespie, has announced an increase 
on the tariff on Canadian petroleum and 
natural gas. As part of the federal budget, 
Finance Minister Donald Macdonald 
announced tax incentives to encourage 
exploration for oil and natural gas in Canada’s 
frontier areas. 


In its proposed energy strategy for the 
next 10 years, the Canadian government has 
committed itself to increased Canadian 
participation in resource development. Its 
vision of future capital requirements in the 
energy sector suggests Canada is likely to 
remain reliant on foreign capital. 


Bank executive 
estimates capital needs 


An executive of one of Canada’s largest 
banks says that despite the need for large 
amounts of capital to develop Canada’s 
energy resources, he believes the Canadian 
economy is capable of generating most of the 
financial capital required to fulfil foreseeable 
investment requirements. 


Doug Peters, vice-president (finance) of 
the Toronto-Dominion Bank, in an 
appearance before the House of Commons 
standing committee on national resources 
and public works said Canada’s investment 
expenditures are expected to total $182 
billion or 26.5%. of the gross national 
expenditure by 1990. He also predicted that 
it will be possible to generate $174 billion of 
domestic savings and that $7.5 billion of net 
capital inflows will be necessary every year 
until 1990 to finance Canada’s energy needs. 


This net import of capital, according to Mr. 
Peters, is not an alarming amount and would 
represent only a little more than 1% of the 
gross national product by 1990 whereas the 
average net foreign capital inflow has 
averaged approximately 1.5% of the gross 
national product in the postwar period. 


The Toronto-Dominion Bank estimates for 
the current year indicate $41.5 billion of 
domestic savings and $4.3 billion of foreign 
savings for new capital projects are currently 
flowing through Canadian capital markets or 
Canadian financial intermediaries. Foreign 
investment in Canada as estimated by the 
bank will increase to $5 billion a year by 
1983. 


According to Mr. Peters, energy will 
become the keystone of Canada’s economic 
survival in addition to stimulating industrial 


development across Canada. He estimated 
capital spending by the non-energy industrial 
sector will rise at an annual average 
compound rate of 12.3% over the next 12 
years, to reach approximately $78 billion by 
1990. 


LABOUR 


Government programs 
for industrial relations 


A 14-point program designed to improve 
Canada’s labour relations system has been 
announced by Canada’s federal labour 
minister, John Munro. The main purpose of 
the program is to foster more harmonious 
relations between labour and management 
so that the number of strikes, lockouts and 
other industrial disputes will be reduced. 


The three major aims of the program are: 


® To improve the work environment by 
removing from the bargaining arena as 
many contentious issues as possible in the 
field of health, safety, and job enrichment; 


To improve the process of collective 
bargaining by strengthening its legal 
framework, improving its services and 
speeding up procedures through 
promoting broader-based bargaining, 
amending the Canada Labour Code, and 
improving conciliation, mediation, and 
arbitration services; 


To improve the structure and operation of 
the labour relations system through such 
measures as the creation of a national 
consultative multipartite forum where 
representatives from labour, business, 
government, consumers, farmers and 
other groups could try to help solve 
common problems. In addition, there are 
plans for the creation of a collective 
bargaining information centre to supply 
data for collective bargaining purposes to 
both labour and management. 


BANKING 


Reforms to Canada’s 
Bank Act proposed 


Affiliates of foreign banks who have some 
influence on banking activities in Canada may 
be recognized in Canadian federal law and be 
accorded a role in Canada’s banking system, 
according to proposals made by Canada’s 
finance minister, Donald Macdonald. 


Under the proposed changes to the 
Canadian Bank Act, every subsidiary of a 
foreign bank which grants loans and receives 
deposits would be obliged to organize itself 
as a bank under Canadian regulations. 
Subsidiaries of foreign banks operating in 
Canada would be accorded a role in the 
Canadian wanking system which would 
recognize them as important competitors 
while ensuring the Canadian banking system 
remains predominantly Canadian-owned and 
managed. 


Foreign-owned banks have been 
increasing their activities in Canada since the 
last revision of the Bank Act in 1967, 
primarily as financial affiliates incorporated 
under provincial company laws. There are 
about 120 Canadian corporations in which 
foreign banks have an equity interest and 
which are engaged in financial activities: 
Approximately half these non-Canadian 
banks are controlled by interests in the 
United States and the vast majority of the 
remainder are owned by interests in 
countries belonging to the European 
Economic Community. 


More than 40 foreign-owned banks 
currently have representative offices in 
Canada — more than half of which do not 
appear to have any investments in Canadian 
financial corporations. These representative 
offices do not tend to carry on any business 
in Canada but are to help establish business 
contacts and keep informed on economic and 
financial developments. 


TAX REGULATIONS 


New Canada-U.S. agreement 


A working tax arrangement between 
Canada’s national revenue department and 
the United States internal revenue service 
has been formalized and has the purpose of 
permitting simultaneous examinations of the 
income tax returns of multinational 
corporations obliged to pay taxes in both 
Canada and the United States. 


Under the program, tax officials in each 
country examine the company. Before the 
audit begins, officials from both countries 
plan and co-ordinate the examination. 
Information is then exchanged in accord with 
the tax treaty provisions 


The exchange of information between the 
treaty partners ensures co-ordination in the 
tax treatment of business firms and 
individuals with activities in more than one 
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ountry. Confidentiality of the taxpayer 
iformation thus exchanged is protected 
nder specific treaty terms. 


In addition, some of the information 
btained under the exchange program will be 
ssimilated with other kinds of data from 
ources in Canada and is to be used in 
onnection with industry studies on topics 
uch as pricing patterns. 


TRA 


‘rocedures simplified 
or small investments 


Important changes in the administration of 
‘anada’s Foreign Investment Review Act 
atended to minimize the administrative 
‘urden on applicants to the Foreign 
avestment Review Agency (FIRA) have been 
nnounced. 


The major change, according to the 
ninister responsible for the administration of 
ne act, Jean Chrétien, affects the take-over 
ir establishment of a new business involving 
3ss than $2 million in gross assets and fewer 
han 100 employees. The new regulations 
‘ermit investors in such relatively small 
‘nterprises to give FIRA initial notice of such 
jAtention in summary form. 


Under the new procedure, the minister 
2sponsible for the administration of the act 
xamines the summary proposal and decides 
vhether the information is sufficient to 
3commend to cabinet that the investment 
.e allowed. The majority of such applications 
vill be processed within 10 days if no further 
aformation is required. This change also 
llows FIRA to direct more of its resources to 
he assessment of larger and more complex 
vestments. 


At the same time, Mr. Chrétien announced 
‘he first amendment to the previously-issued 
Guidelines Concerning Related Business.” 
‘he amendment recognizes that there may 
yften be relatedness between an established 
jusiness in Canada which is engaged in the 
‘Mportation and distribution of proprietary 
‘roducts manufactured abroad by an affiliate 
ind the establishment by the same person or 
yersons of a new business to assemble or 
nanufacture those products in Canada. 


Where a new business is — or would be 
— related to an established business carried 
)n by that same person in Canada the 
sstablishment of the new business is not 
eviewable under the Foreign Investment 
Review Act. 


BUSINESS 


Small business 
programs encouraged 


Canadian federal and provincial 
governments have increasingly supported the 
establishment and growth of medium and 
small businesses. A feature of this policy has 
been government fostering of ‘industrial 
parks’ particularly in areas of slower 
economic growth. 


One recent example is the industrial 
development strategy of Canada’s smallest 
province, Prince Edward Island. Recognizing 
that its small size and population of only 
119,000 will not attract or support large- 
scale industry, P.E.I. is looking to small 
manufacturing industries to balance its 
traditional reliance on agriculture and fishing. 


With the assistance of the federal 
Department of Regional Economic 
Expansion, the province is developing two 
fully serviced industrial parks — one in 
Charlottetown and one in Summerside. A 
feature of one of the industrial parks is an 
industrial mall building containing 12 self- 
contained units, each with an office, display 
room, production space and shipping area. In 
its first year of operation the building is fully 
occupied and the companies within it have 
generated 62 new jobs, $400,000 in wages 
and almost $4 million in sales. Larger 
industries are starting to locate in the 
surrounding industrial park. 


REGIONAL DISPARITY 


Economic Council study 


The Economic Council of Canada has 
recently published the results of a major 
review of regional disparities in Canada. The 
study, entitled Living Together — A Study of 
Regional Disparities, presents evidence that 
the goal of balanced regional growth still 
eludes Canada. 


Nevertheless, the council says that there is 
some indication that national policies such as 
equalization payments, worker migration 
assistance, and programs of the Department 
of Regional Economic Expansion have been 
helpful in reducing disparities. Such policies, 
according to the council, have contributed to 
a slight, though uneven, reduction in 
disparities in income and employment rates. 


While the council found it impossible to 
measure the result of all types of programs, It 


aS os er Sa ON IE SR A 
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showed that location incentives to industry 
have been a useful tool because the value of 
jobs created have exceeded the cost of 
locating production uneconomically. 


The study also suggests some new 
avenues for government policy including 
urging measures to raise productivity levels 
in low income areas through raising 
education standards, encouraging the 
adoption of improved technology and 
fostering more economically efficient urban 
centres. 


The other major thrust of the council's 
recommendations concerned measures to 
combat unemployment. The council urged 
the adoption of appropriate fiscal remedies 
on the part of provincial governments, 
supported by more regionally sensitive 
federal fiscal policy. 


PIPELINE 


Canada favors Alaska Highway route 


Following studies of two proposed 
overland routes for transmitting Alaskan 
natural gas to United States markets, the 
Canadian government decided to back the 
Alaska Highway route. Negotiations now are 
in progress with the United States. This 
pipeline would cross Alaska, follow the 
Alaska-Canada highway through the Yukon 
and Alberta, then cross Saskatchewan to the 
United States. 


Subsequently, a subsidiary line might be 
attached to bring Canadian gas from the 
Mackenzie River delta through the same 
system. 


The alternative overland route through the 
Mackenzie Valley, which had been backed by 
some of the major gas shippers, was rejected 
by Canada’s National Energy Board as 
presenting greater hazards to the natural 
environment and to the native peoples of the 
northern regions. 


Final approval of the Alaska Highway 
pipeline will depend on the outcome of 
negotiations with the United States 
government and with participating 
companies about specific routing, 
environmental and social costs, and 
financing. The United States also has the 
option of a more costly alternative — 
shipping liquified gas from Alaska to US 
ports. 


If the pipeline negotiations between 
Canada and the United States succeed, _ 
construction may nevertheless not begin until 
1981, giving time for careful analysis of 
environmental problems and settlement of 
the native peoples’ land claims. 
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Capital needs 
in Canadian 
mining, 
smelting, 

and refining 


by G. S. Barry and G. E. Wood 


G. S. Barry and G. E. Wood are analysts in the Minerals 


and Metals Division of the Department of Energy, Mines 
and Resources, in Ottawa. 


The magnitude of the total capital need in 
Canada’s major non-fuel mining, smelting, 
and refining industries — here estimated at 
over $88 billion (in 1976 dollars) for 
the 25 years to the year 2000 — 
poses an enormous challenge to the 
mineral industries, to governments, 
and to the capital markets. When viewed 
along with the capital needs of other sectors 
of the Canadian economy — such as energy 
— large questions loom regarding the 
availability of capital and the mechanisms by 
which capital will be allocated. This article is 
not intended to answer the larger questions, 
but does try to supply one of the key 
elements towards estimating the total capital 
needs of the Canadian economy. 


Estimates of capital needs in Canadian 
mining, smelting, and refining must start, of 
course, with projections of world demand and 
Canada’s share in meeting that demand. 
Projections of that kind were published in 
1974 by the Department of Energy, Mines 
and Resources in the paper 7owards a 
Mineral Policy for Canada — Opportunities 
for Choice. This article updates those 
projections in the light of recent 
developments. 


... Sufficient exploration and 
development will thrive only if 
governments and investors take a 
positive approach 


It also makes estimates of costs and 
capital expenditures. Our methods of doing 
so are necessarily complex. They involve, for 
example, assumptions about capacity 
growth, costs of new and replacement 
capacity, rates of depletion and depreciation 
of mines and plants, and costs of exploration 
and infrastructure. 


Our projections of world demand to the year 
2000 are, on the whole, somewhat lower 
than those published in 1974. This accords 
with the widespread feeling nowadays that 
world economic growth is apt to be less 
vigorous in the future than was expected a 
few years ago. Our estimates of Canada’s 
share of world production to the year 2000 
are roughly the same as those published in 
1974, except for nickel, where we have made 
a distinct downward revision. 


We are, by contemporary standards, 
optimistic. We believe our optimism is well 
grounded in the latest evidence. The most 
recent studies have shown, for example, that 
Canada’s mineral resources are sufficiently 


extensive to permit the production levels 
estimated in the present article to be 
achieved. (See, for example, Department of 
Energy, Mines and Resources, Meta/ Mining 
in Canada, 1976-2000, Mineral Bulletin MR 
167, 1976.) This will entail considerable 
expansion. We are aware that sufficient 
exploration and development will thrive only 
if governments and investors take a positive 
approach. If world demand escalates to the 
extent we project, yet Canada’s production 
share fails — despite physical attainability 
— to reach the levels we have projected, the 
country will not have achieved the full range 
of opportunities and benefits available. 


We emphasize that we are not making 
‘forecasts.’ We are offering “projections.” 
These are simply the outcomes of what we 
believe to be reasonable assumptions. 


...the replacement and repair costs 


are... greater than the costs of 
additional capacity 


For copper, world mine production is here 
projected to increase by roughly 3% a year 
between 1975 and 2000. We expect that 
Canada will continue to account for over 9% 
of newly mined world supply. 


For zinc, world production is projected to 
increase at about 3.5% annually, with 
Canada’s share continuing at roughly 25%. 


For lead, the growth rate projected for 
world mine production is somewhat under 
2.5% annually. Canada is likely to continue to 
account for roughly 14% of world mine 
production. 


For nickel, world production is projected to 
increase at about 5% annually. Most of the 
major increases in production are expected to 
come from tropical or semi-tropical countries 
with lateritic ores rather than from countries 
— such as Canada, Australia, and the African 
countries — where production is based 
mainly on sulphide ores. Nickel from the 
ocean floor is also expected to become a 
significant new source of supply. Although 
Canada’s share of world nickel production is 
expected to decline, we are likely to continue 
to be the world’s leading supplier. 


The predominant ore source of aluminum 
— bauxite — is not found in Canada in 
economic deposits. However, with the 
availability of abundant hydro-electric power, 
Canada has been an important world supplier 
of aluminum, accounting for roughly 7% of 
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‘he total world production of primary 
aluminum. We project that, between 1975 
and 2000, Canada’s production capacity will 
‘ncrease more than 40%. 

| 

For iron ore, world production is projected 
‘0 increase by roughly 4.5% annually to the 
year 2000. Canadian production, which 
accounted for 5% of the world total in 1975, 
s expected to grow at about 2% annually. 
| 
| Costs of exploration for minerals have, in 
he past, had a consistent relationship with 
values of mineral production. Our 
yrojections — shown in Table 1 — assume 
hat these historical relationships will 
sontinue to prevail. 


i 
An important characteristic of Canadian 
jonferrous metal mines is the co-production 
of metals. For example, out of a total of more 
than 90 copper mines operating in Canada in 
1974, 66 produced significant amounts of 
other nonferrous metals in addition to 
copper. It could be misleading, therefore, to 
state the unit cost of new nonferrous metal 
mining capacity in Canada for any single 
metal separately. In projecting the capital 
cost of future additions to mining capacity, 
the fact of extensive co-production of 
nonferrous metals must be taken into 
account. The method used here includes the 
assumption that, for nonferrous metals where 
co-production has been common, the various 
metals will continue to be produced in 
Canada in the same proportions as they were 
in 1974. 


The most recent studies have 
shown... that Canada’s mineral 
resources are sufficiently extensive to 
permit the production levels 
estimated in the present article to be 
achieved 


In the capital costs estimated here for 
mines and concentrators and shown in Table 
2, the per-unit-of-capacity costs are based on 
data contained in a series of studies — on 
copper (MR 149) and zinc (MR 159) — 
published in 1977 by the Mineral 
Development Sector of the Department of 
‘Energy, Mines and Resources. 


_ As shown in Table 2, mine development 
costs for copper, zinc and lead are estimated 
‘to total $7,955 million for the 25-year 
period, while development costs for nickel 
mines are estimated at $525 million. On a 
‘per tonne basis (a “tonne” is a metric ton), 
‘the costs associated with the development of 
iron ore mines are well below those for the 
nonferrous metals. However, the large 
increase in production expected for iron ore 
mines brings total development costs for 
these mines to $4,140 million. 


TABLE 1 


EXPLORATION COSTS 1976-2000 


Exploration as 


of value of production 


percent 
Total exploration costs 


Nonferrous metals (%) 


(const. 1976 $ mil.) 


Copper 4 2,200 
Zinc 5 1,200 
Lead 5 60 
Nickel 5 500 
Other - 400 
4,360 
Iron ore “on-property’ exploration 400 
4,760 
TABLE 2 
NEW DEVELOPMENT COSTS — MINES 
Annual tonnes (O00) Total cost 
Production Capacity Cost per unit of 1976-2000 
1975 2000 increase in capacity (const. 1976 $ mil.) 
Nonferrous metals ees = ae a ae a SS a ee 
Copper 820 1.811) $17,850 
‘ ; per daily tonne 
ue ae 2500} of mine/mill capacity \ 7,955 
Nickel 330 410 $6,600 per annual tonne 525 
of metal producing capacity 
Iron ore 67,300 113,290 $90 per annual tonne 4,140 
of metal producing capacity 
12,620 
TABLE 3 


SSeS NEI TSIEAEINR a LL 


NEW DEVELOPMENT COSTS — SMELTERS, REFINERIES, AND STEEL PLANTS 


Capacity (annual) 


Cost per tonne of Total cost 


(000 tonnes) 


increase in capacity 1976-2000 


1975 2000 ($) (const. 1976 $ mil.) 

Nonferrous metals See SS 
Copper 560 1,344 1,800 1,410 
Zinc 700 1,500 1,350 1,080 
Lead 225 385 1,000 160 
Nickel Sik 390 7,000 540 
Aluminum 1,100 1,545 3,000 1,330 
Other non- ferrous metals - = - 450 
Steel plants AOD S 35,290 500 9,120 
14,090 


The problems raised by co-production in 
the estimating of capital costs for nonferrous 
metals do not extend beyond the mining- 
concentrating stage. In nonferrous metal 
smelting and refining, the capital cost 
estimates for new capacity are based on 
established costs for these facilities for each 
individual metal. 


Capital costs for new smelters, refineries, 
and steel plants are estimated — as shown in 
Table 3 — to total $14,090 million between 
1975 and 2000. The largest portion of these 
costs is for steel plants. Within the 
nonferrous sector, the heaviest expenditures 
are for copper ($1,410 million) and 
aluminum ($1,330 million). 


The third main type of capital cost (after 
exploration and new mine development) is 
replacement and repair. Our assumption is 
that mines producing copper, zinc, lead, 
precious metals and other nonferrous metals 
will be completely replaced, on the average, 
every 18 years. Nickel mines are assumed to 
be replaced every 20 years. Replacement and 
repair costs from 1976 to 2000 are 
estimated at $14,830 million for nonferrous 
metal mines other than nickel and at $2,975 
million for nickel mines. 


In the ferrous metal sector, replacement 
and repair expenditures in 1973-74 
amounted to $3.02 (1975 dollars) per tonne 
of ore shipped. Using this figure, plus 
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A worker wearing special safety clothing hand pokes the 
crust of an aluminium reduction cell (Soderberg pot) at 
the Alcan Aluminium Ltd. works in Arvida, Quebec. 
Photo: Alcan 


estimates that annual capacity of iron ore 
mines will average 90.3 million tonnes and 
that the mines will operate at 85% of 
capacity on the average, we estimate that 
total replacement and repair expenditures for 
iron ore mines will amount to $5,800 million 
over the 25-year period. 


Replacement and repair costs for 
nonferrous metal smelters and refineries are 
expected to total $10,920 million from 1976 
to 2000, as shown in Table 4. 


One of our assumptions is that smelter 
capacity will be replaced, on the average, 
every 25 years. Another is that costs of 
replacement capacity, on an annual tonne 
basis, will be similar to costs of new capacity. 
With a 25-year replacement cycle, it would 
be necessary to replace, over the full period, 
capacity equal to the average installed 
capacity for the 25-year period. Total 
replacement and repair costs for nonferrous 
metal smelters are estimated at $10,920 
million for the full period, with the largest 
single expenditure ($3,970 million) in the 
aluminum industry. 


For steel plants, replacement and repair 
expenditures in 1960-73 averaged $19.16 
(1975 dollars) per annual tonne of steel plant 
capacity. Using this figure, plus the estimate 
that annual capacity of steel plants between 
1975 and 2000 will average 26.2 
million tonnes, we estimate that total 
replacement and repair expenditures for steel 


TABLE 4 


eee 


REPLACEMENT COSTS — NONFERROUS METAL SMELTERS AND REFINERIES 


Average annual capacity Cost per tonne of Total cost 
1976-2000 annual capacity 1976-2000 
(000 tonnes) ($) (const. 1976 $ mil.) 
Copper 955 1,800 ez/ae, 
Zinc 1,100 1,350 1,495 
Lead 305 1,000 305 
Nickel 351 7,000 2,460 
Aluminum 1,320 3,000 3,970 
Other nonferrous metals 980 
10,920 
a a a 
TABLE 5 
seer a a 
TOTAL CAPITAL NEEDS IN CANADIAN MINING, SMELTING, AND REFINING 
(millions of constant 1976 dollars) Nonferrous metals Iron and steel Total 
Exploration 4,360 400 4,760 
New development 
Mines 8,480 4,140 12,620 
Smelters and steel plants 4,970 9,120 14,090 
13,450 13,260 26,710 
Replacement and repair 
Mines 17,805 5,800 23,605 
Smelters, refineries, and 
steel plants 10,920 12,540 23,460 
28,725 18,340 47,065 
Infrastructure 5,000 5,000 10,000 
51,535 37,000 88,535 


plants over the full period will amount to 
$12,540 million. 


Our estimates of expenditures for 
infrastructure — including roads, railroads, 
bridges, airports, sea ports, town sites, 
recreational facilities and communication 
networks — are merely our informed 
guesses. For ferrous metals, the estimate 
includes possible expenditures for export- 
oriented steel complexes on the East and 
West Coasts, plus rail facilities and town-site 
costs for iron ore production in Northern 
Ontario. In total, infrastructure costs are 
estimated at $10,000 million for the 25-year 
period. 


Total capital needs in Canada’s major non- 
fuel mining industries for the period 1976- 
2000 — for exploration, new mines, and 
refineries, replacement and repair of installed 
capacity, and infrastructure — are shown in 
Table 5. They amount to over $88 billion. 


Total capital needs for exploration are 
estimated at $4,760 million with the bulk 
($4,360 million) in the nonferrous metals 
sector. Capital needs for development of new 
mines, smelters, refineries, and steel plants 
are estimated at $26,710 million, with about 
equal portions in the ferrous and nonferrous 
sectors. 


A possibly surprising feature of the 
estimates is that, under the assumptions 
used, the replacement and repair costs 


($47,065 million) are so much greater than 
the costs of additional capacity ($26,710 
million). 


As indicated earlier, the total capital likely 
to be needed in Canada’s non-fuel mining, 
smelting, and refining industries poses an 
enormous challenge to the mineral industries, 
to governments, and to the capital markets. 
In physical terms, Canada’s mineral 
resources are sufficiently extensive, 
according to the most recent studies, to 
permit attainment of the production levels 
estimated in the present article. But a 
considerable amount of exploration and 
capacity expansion is implied, and we realize 
that these activities will flourish only if 
governments and investors take a positive 
approach. We are confident that they will 
— because a wide range of physically 
attainable benefits will otherwise not be fully 
achieved. 


The study, Towards a Mineral Policy for Canada — 
Opportunities for Choice, cited jn this article is available 
free of charge by writing to: Publications Distribution, 
Minerals Development Sector, Department of Energy, 
Mines and Resources, 580 Booth St., Ottawa, Canada 
K1A OEF4 


The study on copper (MR 149), the study on zinc (MR 
159), and the study entitled Metal Mining in Canada, 
1976-2000 (MR 167), cited in this article are available 
for $2 each. Please send cheque or money order together 
with the title and number of the publication to: 
Publishing Centre, Department of Supply and Services, 
270 Albert St., Ottawa, Canada K1A OS9Y. 
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Top left: The Inco Ltd. Birchtree Mine and headframe 
vith the Thompson smelter in background. 
?hoto: George Hunter 


Viiddle left: An aerial view of Alcan Aluminium Ltd. 
smelter at Kitimat, British Columbia. 
?hoto: Alcan 


Bottom feft: Aerial view of the Alcan Aluminium Ltd. 
works at Arvida, Quebec. 
?hoto: Alcan 


Top right: City of Thompson, Manitoba, home of a major 
‘nco Ltd. installation. 
Photo: George Hunter 


Bottom right: An aerial view of the Texasgulf copper, 
zinc, lead and silver open pit works at the Kidd Creek 
mine in Timmins, Ontario. 

Photo: Herb Nott 
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Personal notes 
on the 
review process 


by Gorse Howarth 


Gorse Howarth is Commissioner of the Foreign 
Investment Review Agency. 


Looking back over three and a half years of 
administering the Foreign Investment Review 
Act, | am struck, first, by the extent of the 
educational process we have undergone. The 
old maxim that ‘‘administration clarifies 
legislation” was never more true. 


Not that everything has now been 
clarified; far from it! For one thing, the 
statute includes a number of concepts — 
such as ‘control’ of a corporation, 
“establishment” of a business — which at 
first sight seem straightforward enough but are 
occasionally not easy to apply, properly and 
equitably, in individual cases. Section 3, in 
particular, contains a number of long and 
complex passages which define certain terms 
and concepts bearing on the question as to 
which investments are reviewable and which 
are not. Suffice it to say that many lawyers 
find this section difficult to read, comprehend 
and interpret, 


Yet, although matters of this kind account 
for page after page of the text of the Act, the 
underlying intent and processes are simple 
enough. With certain minor exceptions for 
very small businesses, any acquisition of 
control of a Canadian business by non- 
Canadians has to be reviewed by the 
Government. And any establishment by a 
non-Canadian of a new business which is not 
related to any existing business being carried 
on by that person is reviewable, without 
exception. In the great majority of cases it is 
clear enough whether the investment is 
reviewable or not. The investor usually 
knows, without studying the definitions, 
whether he is a Canadian or non-Canadian 
and, if non-Canadian, whether or not he is 
acquiring control of a Canadian business or 
establishing a new and unrelated business. 
Only a minority of situations need to be 
examined more closely, against the 
definitions and the precise wording of the 
statute. 


Thus the really important question, in most 
cases, is not so much whether the 
transaction is reviewable or not but rather, 
given that it is reviewable whether it is likely 
to be of ‘significant benefit to Canada”. If the 
Government concludes that significant 
benefit is likely the transaction must be 
allowed; if not it must be disallowed. 


Fortunately the statutory rules for 
establishing whether there is likely to be 
significant benefit are far more 
straightforward and concise than those for 
establishing reviewability or non- 
reviewability in doubtful cases. The 
significant benefit rules are set out in Section 
2 and more particularly in subsection 2(2). It 
covers less than the equivalent of half a page 
in either English or French. Indeed, 
considering that this is, in a real 
sense, the heart and soul of the statute, it is 
perhaps a little anomalous that so little of the 
Act is devoted to it, while so much more of 


the text deals with matters which are usually 
(though not always) of much lesser 
importance, to the investor and the 
Government alike — e.g. the question of 
reviewability, which | have already mentioned 
or the processes of ‘Investigations’, where 
there is reason to believe there has been non- 
compliance, and the ‘Remedies’, where non- 
compliance has been established. Up to the 
time of writing, at least, none of the 
Investigations or Remedies procedures has 
had to be invoked. 


To get back to “significant benefit to 
Canada”: it is perhaps worth noting two 
characteristics of the assessment criteria 
which Parliament prescribed and which are 
set out in subsection 2(2). In the first place 
the Government, in deciding whether or not 
there is significant benefit in a particular 
reviewable transaction, must take into 
account a// those criteria (in so far as they are 
relevant and applicable to the particular 
transaction) and on/y those criteria. Secondly, 
there is no requirement, explicit or implicit, 
that in order for a transaction to be allowed, it 
must be shown to be beneficial by reference 
to each, or indeed to any particular one, of 
the criteria. To expect that an investment in, 
for example, a retailing business would or 
should result in increased Canadian exports, 
which is one of the stated criteria, would be 
absurd and clearly not what Parliament 
intended. Yet some investors have obviously 
been troubled, at the outset, on that score. 
We have had no hesitation in setting their 
minds at rest when we have detected their 
concern. 


the underlying intent and 
processes are simple enough 


That leads me to one interesting aspect 
of the Foreign Investment Review 
Agency's role, as we see it and as it 
has developed. The Act requires, in the usual 
formal terms, that a person whose 
investment is reviewable file notice, in the 
prescribed form, of his intentions with a 
description of plans, etc. Sometimes this is 
exactly what happens and the first intimation 
we get is receipt of a completed notice. But 
increasingly there has developed a tendency, 
which we very much welcome, for investors 
to contact the Agency at an earlier stage, in a 
preliminary and less formal way, either to 
check out reviewability or to discuss their 
plans and the manner in which their plans 
can be most advantageously explained and 
described in a formal notice. Of course the 
Agency has no power itself to decide 
anything. Questions pertaining to 
reviewability would in the final analysis have 
to be settled by the courts. And significant 
benefit is a matter for Government Ministers 
to decide. Nevertheless with some 
experience now behind us, we can often be 
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jorse Howarth, Commissioner, Foreign Investment 
eview Agency 


elpful in saving time and trouble and 
xpense, both to investors and to the 
jovernment. We believe that it is not at all 
iconsistent with the Agency’s proper role to 
ssist investors who are involved in 
2viewable transactions to make the best 
ossible case for allowance. Clearly it is not 
>) Canada’s advantage that an investment 
sith the potential for real benefit to Canada 
hould be disallowed because the 
‘dvantages were not made apparent, the 
lans were insufficiently precise, or the 
roposal embodied some undesirable feature 
vhich on reconsideration could have been 
liminated or modified 


... a tendency, which we very much 
welcome, for investors to contact 
the Agency at an earlier stage... 


One sometimes detects signs of concern 
among investors lest their proposals become 
the subject of bickering between 
governments, with consequent confusion and 
delay. They have noted that provincial 
governments are consulted, and are entitled 
to express their views, on reviewable 
investments which affect them. In the last 
analysis, of course, it is the Canadian 
Government that makes the decision. But it is 
no secret that provincial governments’ views 
carry a lot of weight and there is, without 
question, the potential for inter-governmental 
disagreement, argument and delay. Three 
and a half years ago that might have looked 
like a serious problem. But now we have a 
record and it is an encouraging one; good and 
effective working relations have been 
developed between the Agency and 
provincial departments and significant 
differences of view are indeed few and far 
between. And it should perhaps be 
mentioned, lest anyone conclude otherwise 


. It is not at all inconsistent with 
the Agency's proper role to assist in- 
vestors... to make the best possible 
case for allowance 


from omission, that the processes of 
consultation on individual cases between the 


OF THE CANADIAN 


~ FOREIGN INVESTMENT 


| REVIEW ACT 


i The report 
may be obtained 
free of charge 

— by writing to: 


ANNUAL REPORT 1976/77 
ON THE ADMINISTRATION 


Administration Division 

Foreign Investment Review Agency 
Box 2800, Station ‘’‘D” 

Ottawa, Canada 

K1P 6A5 


L 


Agency and other Federal Government 
departments or agencies which have a 
particular interest in or responsibility for the 
business sector to which an investment 
relates are no less satisfactory. 


No one should think, however, that we are 
at all complacent. There remain some 
problems that are unresolved. One that is 
particularly vexing is the issue of 
confidentiality versus disclosure of 
information. When an investor files notice of 
his intentions, and in any discussions that 
may occur later, he usually, if not invariably, 
imparts to the Government a good deal of 
highly confidential information regarding his 
plans and intentions which he has a right to 
expect will not become known, prematurely 
at least, to others, notably potential 
competitors. Recognizing this, Parliament 
prescribed that all information obtained in 
connection with a proposal is to be regarded 
as ‘‘privileged”. There are penalties for 
unauthorized disclosure. 


But one consequence — and an 
unfortunate one — is the impression, which 
inevitably follows, that the administration of 
the Act is being carried out behind a veil of 
secrecy, It is complained that no one, other 
than the Government and the investor, 
knows the factual basis on which the 
Government made its decision (unless, of 
course, the investor himself chooses to make 
the details known). More specifically, there is 
the objection that subsequent applicants or 
potential applicants are thus deprived of a 
useful framework of reference by which to 
judge the likely acceptability or otherwise of 
their proposals. This dilemma — openness for 
the general good versus discretion in the use 
of confidential, private, information — has 
been with us for three and a half years and 
we certainly have not yet found any easy, 
painless solution. 


— ————————————————— 


with some experience now 
behind us, we can often be helpful 
in saving time and trouble and 
expense... 


i 


Finally, we are well aware, from our 
discussions with individual businessmen — 
applicants and others — that much still 
needs to be done to make the legislation 
and its administration better understood. This 
periodical — the Foreign Investment REVIEW 


— is a further step in that direction. 
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Historical 
perspective 
on acquisition 
trends 

by G. A. Edwards 


G.A Edwards in an economist with the industrial 
analysis division of the Foreign Investment Review 
Agency. 


The study then examines longer-run 
factors in an effort to come up with a better 
answer and offers a few judgments on the 
implications for future trends in acquisition 
activity in Canada. 


A study prepared on behalf of the Foreign 
Investment Review Agency examines recent 
cycles in foreign acquisition activity in 
Canada and tries to throw light on the 
extraordinary boom that took place in such 
activity from 1968 to 1970. This boom had 
generally been regarded as simply another 
cycle, albeit a strong one. However, a review 
of the pattern of foreign acquisitions in 
Canada since the Second World War, and the 
relationships between this pattern and a 
number of likely determinants, does not yield 
a satisfactory explanation of the boom. 


The 1968-70 boom, as well as other 
trends in foreign acquisition activity in 
Canada since the Second World War are 
shown in Chart 1. The chart also shows 
patterns of acquisition activity in the United 
States since the war. Clearly there is great 
similarity between the acquisition patterns in 
the two countries. It does not automatically 
follow that acquisition activity in the United 
States is a determinant — or the major 
determinant — of foreign acquisition activity 
in Canada, since it is possible that the two 
series are influenced separately by similar 
factors in each country. 


Two Canadian economists, Grant Reuber 
and Frank Roseman, in their 1969 study 
for the Economic Council of Canada — The 
Take-Over of Canadian Firms 1945-61 — 
demonstrated quite persuasively that 
foreign acquisition activity in Canada 
between 1945 and 1961 represented to a 
considerable extent a spillover of acquisition 
activity from the United States. In any event, 
regardless of the extent to which acquisition 
activity in the United States is a determinant 
of foreign acquisition activity in Canada, the 
question still remains as to what caused the 
extraordinary 1968-70 boom in both 
countries. 


The patterns of acquisition activity since 
1945 in the United States and foreign 
acquisition activity in Canada were first 


CHART 1 


examined in relation to three commonly used 
series of U.S. and Canadian economic 
indicators — stock prices, corporate profits 
after tax, and industrial production. Each of 
the three might be regarded as an indicator of 
the level of overall economic activity. 
Because of the interrelationship between 
them — such as the influence of corporate 
profits on stock prices — they cannot 
properly be regarded as truly independent 
indicators. It is probable that some form of 
multiple correlation exists, with the level of 
acquisition activity being affected by the 
combined influence of these and other 
indicators. 

An analysis of these indicators suggests 
there is indeed a noticeable degree of 
correlation between the three series and 
acquisition activity in both Canada and the 
United States. The correlation is strongest 
with stock prices, somewhat weaker with 
after-tax profits, and weakest with industrial 
production. However, neither stock prices nor 
any of the additionally noted economic 
indicators can account for the boom in 
acquisition activity that took place in both 
Canada and the United States from 1968 to 
1970. This would suggest that some other 
factor or combination of factors must have 
contributed. An understanding of what this 
other factor or factors might be would be 
helpful in determining whether another major 
boom in acquisition activity can be expected, 
and in any event, what the outlook is for 
future trends in acquisition activity. 


Chart 2 shows the long-term pattern of 
acquisition activity in the United States since 
1895. Since then there have been three 
periods in which acquisition activity rose 
sharply above the long-term trend, with 
peaks in 1899, 1929, and 1968. Each of the 
three booms displayed the following 
common features: 


® a period of hyper-activity lasting up to two 
years; 

® a peak in acquisition activity at or near a 
major peak in stock prices; 

® a steep decline following the peak in 
acquisition activity; 

® after the steep decline, a period during 
which acquisition activity exhibited a 
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moderate cyclical pattern but remained 

well below the peak of the boom: and, 

' the lack of an exceptional peak in 

_ production, commodity prices or overall 
business activity at the top of the 

_ acquisition cycle. 


_ All three acquisition booms were 
ccompanied by a rapidly rising stock market. 
owever, there were other occasions when a 
sing stock market was not accompanied by 
n increase in acquisition activity. In 1916, 
951, and 1971 the stock market reached a 
ew record level, but acquisition activity 
2mained well below its previous peak. In 
ther words, while a rapidly rising stock 
narket seems to be a necessary component 
1 any acquisition boom, some additional 
pecial factor or combination of factors also 
eems to be required to bring about this 
frequent boom. 


| That factor or combination of factors 
eems, from analysis of the historical 
vidence, to have been the infrequent 
currence of an economic, technological, and 
nancial environment in which there was 
xceptional justification and opportunity for 
ne consolidation of business organizations. 
‘he phenomenon has included, in each of the 
acquisition booms, the development of 
ew form of corporate structure, as well as 
jajor developments in the economic, 
echnological and financial environment. 


_ The first major wave of acquisition activity, 
n the late 1890s, came about upon 
sompletion of nationwide railway, telegraph, 
ind telephone systems — which made it 
yossible for companies to market their 
»roducts nationally, rather than only 
egionally. During the same era, a national 
apital market had developed. The response 
if businessmen, in a number of industries, 
vas the consolidation of numerous 
companies into single large corporations 
ermed “trusts.” The existence of a national 
sapital market facilitated a marked increase 
n public trading of industrial securities, 
vhich supported the creation of the ‘‘trusts.”” 
\n enormous number of mergers took place, 
vith rapid expansion of such companies as 
standard Oil, U.S. Steel, National Biscuit, 
ind American Tobacco. Monthly trading 
rolume on the New York Stock Exchange 
ose from 2.4 million shares in January 1897 
© more than 24 million shares in January 
‘wo years later. The number of acquisitions 
‘ose from 69 in 1897 to 1,208 in 1899. 


In many respects this first boom in 
acquisition activity was the most impressive 
of the three. The absolute level of activity — 
Hl, 208 acquisitions in 1899 — was 
remarkable in view of the relatively modest 
size of the U.S. economy. In fact, the level of 
acquisition activity in 1899 has been 
exceeded only four times in the subsequent 
77 years. 

The second great acquisition boom, in the 


late 1920s, followed from increasingly 
widespread ownership of automobiles (which 


| 
/ 


broke down local monopolies) and radios 
(which permitted low cost, effective national 
advertising). During this period the boom in 
mergers was characterized by the creation of 
“holding companies” — firms whose sole 
purpose was to hold shares in other 
companies. By 1928 almost one-sixth of the 
companies listed on the New York Stock 
Exchange were ‘holding companies” such as 
General Mills and National Dairy Products. 
Statistics are not readily available for Canada, 
but examination of the history of a number of 
large Canadian corporations reveals that 
many made one or more acquisitions during 
the period. 


The most recent acquisition boom, in the 
late 1960s, was characterized by the 
development of yet another new form of 
corporation, the “conglomerate.” Postwar 
advances in the application of scientific 
management principles to large 
organizations, aided by increasing use of 
computers, fostered a belief that extremely 
diverse mixes of productive assets could be 
managed efficiently. The ability of 
conglomerates like International Telephone 
and Telegraph, Gulf and Western, and 
Litton Industries to acquire a large number of 
diverse companies was assisted by two other 
factors — flexible accounting rules and the 
aggressive money-management goals 
adopted by investment institutions. 


The flexible accounting standards 
permitted conglomerates, amongst other 
things, to report exaggerated increases in 
earnings through the purchase of other 
companies by means of the issuance of 
equity-like financial instruments. These 
instruments, though equity-like, did not have 
to be taken into account in the calculation of 
earnings per share — that is, the earnings per 
share did not have to be reported on a “fully 
diluted” basis. During this period, professional 
money managers focused on companies whose 
earnings were rising the most rapidly — the 
conglomerates. The money managers, 
through their bidding, helped drive up 
conglomerate stock prices. This, in turn, 
helped the conglomerates to make further 


CHART 2 


acquisitions through advantageous 
exchanges of shares. The merger boom 
peaked in 1968, with the acquisition of 
2,400 mining and manufacturing companies 
in the United States. 


The acquisition activity of the U.S. 
conglomerates was reflected in the statistics 
on foreign acquisition activity in Canada in 
two ways. First, many U.S. conglomerates 
acquired Canadian-controlled firms as part of 
a fashionable strategy to expand 
internationally. Secondly, on the numerous 
occasions when conglomerates acquired U.S. 
Or overseas companies that had subsidiaries 
in Canada, the transfer of control over the 
latter was included in the Canadian foreign 
acquisition data. 


Conglomerate stock prices, and the level 
of acquisition activity, collapsed abruptly. The 
stock market declined in 1969, and 
conglomerate shares plummeted much more 
sharply than the market as a whole. Lower 
earnings and stock prices made it more 
difficult, and eventually impossible, for many 
conglomerates to continue making 
acquisitions. Accounting standards were 
strengthened, mainly through regulation, in 
the United States, and this helped to 
eliminate some of the worst abuses of 
conglomerate accounting and to make 
mergers less attractive. Other developments 
that contributed to making mergers less 
attractive were changes in disclosure 
requirements and tax regulations. 


The historical pattern suggests that the 
recent lower levels of merger activity in the 
United States and foreign acquisition activity 
in Canada are apt to continue for many years. 
This is to say that acquisition activity has 
probably returned to what might be termed 
“normal” levels, well below the recent boom 
peak. The trend in foreign acquisition activity 
in Canada is apt to be mildly upward, with an 
irregular cyclical pattern — until some major 
economic development and some new form 
of corporate organization precipitate another 
acquisition boom. History suggests that it is 
not likely to occur (if ever) for another 20 or 
30 years. 
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Major Canadian 
tax incentives 
to investment 


For the past several years the federal and 


provincial governments have been steadily 

building up a system of incentives designed 
to encourage business capital spending and 
investor confidence. This year’s federal and 
provincial budgets, move in that direction. 

(See News briefs, p. 3.) 


Many of the federal and provincial 


incentives take the form of special programs 
which provide grants, loans, forgivable loans, 
and loan guarantees. (See Incentives to 
industry, p. 22-24.) 


Some of the major incentives to 


investment are provided for in provisions of 
the federal and provincial income tax laws 
rather than in the form of special programs. 
Below is an outline of the principal incentives 
offered in the federal income tax law. 


For manufacturing and 
processing activities: 


® A special rate of tax on profits from 


manufacturing and processing activities 
reduces the general rate on corporate 
profits 36% to 30%. Provincial corporate 
tax rates ranging from 10% to 15% are 
levied in addition to the applicable federal 
rate. Overall, the corporate tax rate on 
profits from manufacturing and processing 
activities ranges from 40% to 45%. 


Accelerated depreciation rates for new 
machinery and equipment for use in 
Canadian manufacturing or processing 
activities. Taxpayers may charge a 50% per 
year straight line rate of depreciation on 
the cost of such machinery and equipment 
— that is, write it off in two years. 


For manufacturers, processors 
and certain other taxpayers: 


® A 5% investment tax credit (which had 


been due to expire June 30, 1977) has 
been extended for another three years. 
New buildings, machinery, and 
equipement purchased up to July 1, 1980, 
will be covered,. This credit is available as 
a direct reduction from federal tax payable 
— the cost of the asset to the taxpayer 
may be reduced by as much as 5%. The 
tax credit is limited in any one year to 
$15,000 plus half the taxpayer's federal 
tax payable in excess of $15,000. The 
balance of any unused credit may be 
carried forward for 5 years, subject to the 
same annual limits. 


The tax credit has been broadened, in the 
latest budget, to cover expenditures on 
scientific research and development. 


The credit has, in addition, been increased 
for investments in slower-growth regions 


of Canada — to 7.5% for Northern 
Alberta, Saskatchewan, Manitoba, 
Northern Ontario, and designated regions 


of Quebec other than the Gaspé region, 
and 10% in the Gaspé region and the 
Atlantic provinces. 


Oil and gas exploration: 


® A considerable variety of incentives are 


available to encourage oil and gas and 
other mineral exploration and 
development in Canada. A feature of the 
latest budget designed to give further 
encouragement to oil and gas exploration 
in frontier regions, including offshore 
regions of Canada, is an additional earned 
depletion entitlement of 6623% of drilling 
costs in excess of $5 million on expenses 
incurred between March 31, 1977 and 
April 1, 1980. An investor will be able to 
offset this additional depletion against 
income from any source. This measure is 
intended mainly to stimulate offshore 
drilling. For every $1 investment in excess 
of $5 million (per well) the investor will be 
able to write off $2. In effect, the tax 
system will finance costs in excess of $5 
million. The measure reflects the 
government's desire to encourage 
identification of Canadian offshore 
petroleum resources. 


Transportation: 


® The capital cost allowed on railway track 


and grading expenditures made between 
March 31, 1977, and April 1, 1980 has 
been doubled to 8% from 4%. A major 
objective of this measure is to improve 
grain and coal transportation facilities in 
Western Canada. 


Inventories: 


® In recognition of the distortion of business 
income from inventory inflation, 3% of the 


opening value of inventories (except fixed 
property and goods not for resale) will be 
deductible in calculating bisiness income 
in fiscal periods commencing after 
December 31, 1976. This measure 
provides a degree of immediate relief to 
business, while the study of the complex 
issue of inflation accounting continues. 


Relief from non-resident 
withholding tax: 


® The withholding tax exemption on 


government and corporate bonds has been 
extended to the end of 1982. This 
exemption for interest on private sector 
loans applies to a non-arm’s length lender 
on various debt obligations having a fixed 
term to maturity of not less than five years. 


Dividends, capital gains and losses: 


® The dividend tax credit will be increased to 


50% from 331/3%, starting January 1, 
1978. This measure enhances the 
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attractiveness of equity investments and 
will encourage greater Canadian 
participation in equity markets. 


-@ Stock dividends from public corporations 
— that is, dividends paid in the form of 
shares — will no longer be treated as 
income, taxable when received, but will be 
treated as capital gains, taxable only when 
the shares are sold. This measure will 
allow corporations to continue paying 
dividends in the form of stock, and thus to 
retain the cash for corporate needs. From 
the investor's point of view, he is thus 
given the option of postponing any 
immediate tax and receiving capital gains 
treatment on ultimate disposition. The 
alternative is to receive taxable dividends 
which will benefit from the enriched 
dividend tax credit after 1977. The choice 
depends on the investor’s marginal tax 
rate. 


© Capital losses that can be set off against 
other income have been doubled to 
$2,000. This measure will help reduce the 
impact and the fear of capital losses of 
equity investors, help maintain other 
income, and stimulate equity investment. 


® Capital gains will be included in the 
present $1,000 exemption for interest and 
dividends. This measure enhances the 
relative attractiveness of equity 
investment compared to interest-paying 
investments. 


Encouragement of minority 
interests: 


® Until the last federal budget, a private 
Canadian corporation formed for the 
purpose of taking interests of 50% or less 
in other corporations in Canada had to pay 
a 33'4% tax on dividends received from 
such investments. 


The last federal budget provides that such 
a private corporation will be totally exempt 
from tax on dividends from other private 
corporations as long as it holds more than a 
10% equity interest in such corporations. 
That budget also provides that the general 
rate of this tax will be reduced to 25% 
effective at the start of 1978. 


These measures will encourage: 

- private corporations to take significant 
positions in other corporations; 

- venture capital companies to take 
positions in other businesses; and 

- joint ventures. 


@ Investors are encouraged to assume 
minority positions in Canadian-controlled 
private corporations which are eligible for 
special lower tax rates. 


Inside the stope above the 800-foot level at Kidd Creek 
Mine, Timmins, Ontario 
Photo: Herb Nott 
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Good corporate 
citizenship — 

a view 

from experience 
by J. Herbert Smith 


J. Herbert Smith served for 40 years with Canadian 
General Electric Co. Ltd. and retired in 1972 after 

15 years as president, then chairman. He is now 
chairman of DeHavilland Aircraft of Canada Ltd., holds 
many directorships in business corporations and 
community institutions and is a consulting engineer. He 
was born and educated in Canada. 


An understanding of the nature of foreign- 
owned companies in Canada, and a focus on 
behaviour rather than ownership, provide the 
best basis for corporate and government 
policies to strengthen Canadian economic 
“independence” and surmount Canada’s 
unique set of economic problems. 


Among the great variety of foreign-owned 
companies in Canada, the kinds with which 
this article concerns itself are in the 
manufacturing sector. Particular emphasis is 
placed on science-based manufacturing 
industries because they are crucial to both 
economic development and “independence.” 


Three distinct types of foreign-owned 
manufacturing firms operate in Canada and 
control much of the manufacturing industry: 


The first might be classified as a “colonial 
assembly plant.” It is essentially a plant 
established in Canada to assemble parent- 
company products behind the tariff. It is often 
small in both employment and sales volume. 
But it is the most frequently encountered 
type of manufacturing subsidiary, so that 
these companies provide in total a large 
number of jobs. 


The second type might be designated an 
“integrated subsidiary.” The parent usually 
has a narrow but highly sophisticated product 
scope. The parent designs a worldwide 
strategy, and subsidiaries are assigned 
products on the basis of local government 
policy, unique domestic skills or markets, 
sources of critical raw materials, or 
government incentives. The auto industry is 
an important example. 


The third type might be called a ‘federated 
affiliate.” The term “federated” is meant to 
imply a high degree of autonomy, together 
with innovative capability in design, 
production, and marketing. The subsidiary’s 
management establishes the basic business 
strategy and all decisions as to products 
offered, designs, and prices. Management 
does this on the basis of their evaluation of 
the needs of the domestic market, the 
possibilities for export, and the chances of 
earning a profit by using some appropriate 
mix of the subsidiary’s own resources and 
those available from the parent company. 


More will be said about the three types of 
foreign-owned subsidiary, especially the 
“federated affiliate.” 


But first let us examine the unique set of 
economic circumstances within which the 
policy questions arise. 


Canada does not have a domestic market 
large enough to finance development of the 
wide diversity of equipment and products 
required to maintain the high living standards 
— including the latest features in consumer 
goods and conveniences — so intensely 


demanded by the Canadian population. 
Canadian manufacturing, under the present 
policy of moderate tariffs, must have ready 
access — on an up-to-date basis and at 
competitive costs — to the most advanced 
technology in the world if it is to survive and 
grow. With the explosive rate of 
technological change in the world, there is no 
evident way in which Canadian science- 
based companies could, by and large, 
maintain adequate knowledge and 
international competitiveness — except, for 
the most part, through open-door 
relationships with parent companies in larger 
economies with larger scales of technology 
than are possible for Canadian industry. 


Some have questioned this by comparing 
Canada with Sweden or Japan. How has it 
been possible for Sweden and Japan to 
achieve a world leadership position in certain 
technical lines without depending on a 
subsidiary - parent relationship for the huge 
research investment needed? 


Success in the domestic market is the 
essential factor in the growth of 
Canada’s secondary manufacturing 


The answer is probably found in three 
factors: strong central government control 
over economic policy, strong business- 
government relationships, and strong 
combinations of business firms. Sweden and 
Japan utilize and integrate their total 
resources for the attainment of specific 
national objectives through centralized 
government support of chosen industries. In 
Canada, by contrast, control over industrial 
policy is divided among the federal and 10 
provincial governments. Business- 
government relationships, although currently 
improving, are still quite far from those of 
Sweden and Japan in effectiveness. 
Canadian combines laws and U.S. anti-trust 
laws make it extremely difficult for Canadian 
companies to combine in a united innovative 
effort backed by government support — 
something which is much more feasible in 
Sweden or Japan. 


These facts are not presented as 
arguments for or against the present 
Canadian laws or division of political power. 
They are brought out to demonstrate why the 
Swedish and Japanese approaches to the 
development of strong internationally 
competitive products do not seem readily 
applicable to Canada. A case in point is that 
Canada has attained a world leadership 
position through Atomic Energy of Canada 
Limited in the generation of power from 
natural uranium. It would not have been 
politically viable to provide the financial 
support necessary to any single private 
company — and no private company could 
possibly have financed the required 
investment. 


FOREIGN INVESTMENT REVIEW, AUTUMN 1977/ PAGE 16 


| 
| 


: 
i 
! 
{ 
t 
i 


/ 


Let us return to the “federated affiliate’’ — 
the highly autonomous subsidiary in 
secondary manufacturing — and to the 
implications for the corporate policies of 
multinational companies towards their 
subsidiaries in Canada. 


It is worth emphasizing to investors and 
potential investors that, quite apart from its 
beneficial impact on the host country, the 
“federated” relationship is being adopted 
increasingly by large multinational 
corporations with widely diversified product 


| lines because the autonomous form of 


relationship has been demonstrated to be the 
most effective management strategy for the 


optimizing of returns to the parent company 
on its investment in a foreign subsidiary. 


At the same time, it is critical to Canada’s 
welfare and “independence” that a 
considerable number of our large science- 
based industries have the combination of 
both full access to the latest research and 
development discoveries in a breadth made 
possible only with extensive foreign equity 
ownership in Canada and the decision- 
making authority and autonomous technical 
and financial capability of the “federated” 
relationship. 


The “federated” relationship is the only 


form of relationship between foreign parent 
and Canadian subsidiary that offers any, as 


well as all, of the following attainments for a 
manufacturing subsidiary in Canada and for 


the country: 


-@ The innovative and other entrepreneurial 


capabilities to achieve a sufficient success 
in the domestic market as to make of it a 
satisfactory base for a free endeavour to 
export. 


-@ The domestic financial strength, as well as 


innovative capability, to achieve world 
product leadership. 


The above are, of course, in the iriterests 
of Canada as well as the subsidiary. But there 


are other important ‘national’ interests that 


are uniquely served by the “federated” 
relationship: 


® The subsidiary’s ability to respond 
independently and entrepreneurially to 
domestic and other needs and 
opportunities that are frequently quite 
different from those of the parent 
company and may, indeed, be competitive 
with activities of the parent company. 


®@ The prospect of helping to retain, as well 
as expand, Canadian industrial 
independence in the face of the 
centralizing tendencies of advanced 
computer technology. 


® A sufficient number and diversity of career 
Opportunities for the needs and potentials 
of Canadians. 


The first challenge to the management of 
Canadian secondary manufacturing is to 
meet, profitably, the demands of a relatively 
small but highly sophisticated consumer and 
industrial market — and to do this with a 
minimum of tariff protection. Success 
in the domestic market is the essential 
factor in the growth of Canada’s secondary 
manufacturing. 


What is not widely appreciated is the 
extent to which innovation has, in fact, taken 
place in secondary manufacturing in Canada 
and been essential to its success in even the 
domestic market. Specially adapted 
innovative techniques have constituted a 
high content in the successful development 
of the multi-product and multi-model 
assembly lines that have been the basic 
Canadian response to the uni-product mass 
production lines of the United States. 


Business-government relationships, 


although currently improving, are 
quite far from those of Sweden and 
Japan in effectiveness 


The varied end products of multi-model 
and multi-product assembly lines may be 
quite different from one another in function 
and appearance, but they are so chosen that 
the important components and assemblies 
can be standardized to a significant extent to 
permit common usage. 


Of even greater importance, components 
must be such that they can be designed for 
processing on pooled high speed machines 
with a minimum of changeover time. This 
approach creates a volume of like work at the 
component and component-assembly stage 
which justifies the investment in 
mechanization. 


Also, in designing multi-product assembly 
lines, innovative approaches are used 
through the application of specialized 
assembly concepts. A significant part of the 
economy of the uni-product factory can be 
attained in multi-product factories by these 
“batch mechanization” and “batch assembly 
line’ techniques — many of which are 
unique to Canadian industry. 


Innovative marketing systems too are 
needed in Canadian business, because of the 
low population densities, the distances, and 
the dual nature of the Canadian culture. 


Innovative though all these manufacturing 
and marketing approaches may be, they do 
not make secondary manufacturing costs in 
Canada quite as low as those in the United 
States. But they can and do generally provide 
costs near enough to those in the United 
States for Canadian secondary 
manufacturing to build a domestic base 


profitably within a modest tariff — and from 
that base, be in a position to consider and 
attempt exports. 


In fact, Canadian secondary 
manufacturing has attained international 
leadership in quite a number of products. For 
example, the unique skills developed in 
Canada for generating electricity from water 
power has provided the domestic base 
needed to attain a strong world competitive 
position in the design and manufacture of 
hydraulic generators and hydraulic turbines. 
Canadian General Electric (CGE) has built 
such equipments for installation in South 
America, Africa, and in the United States, all 
of whom chose a Canadian supplier in a 
context of world competition. Similarly, CGE 
developed a powerful international 
competitive position in the design and 
manufacture of paper machines, owing to the 
relatively large domestic market. 


With consumer goods, exports to the 
United States have been developed for those 
specialty products for which there is a strong 
Canadian market potential but where the 
U.S. demand is considered modest by 
possible mass production U.S. competitors. 
Examples of such consumer products in 
which CGE has enjoyed considerable export 
business to the United States are electric 
kettles, automobile engine jacket heaters, 
and portable home humidifiers. 


The “federated” affiliate must have the 
expertise and the freedom to respond 
independently and entrepreneurially to 
domestic and other needs and opportunities 
that are frequently quite different from those 
of the parent. Furthermore, these responses 
may involve risk ventures that are 
competitive with undertakings in which the 
parent is engaged. A good illustration is the 
high-risk long-term program of Canadian 
General Electric in support of the Canadian 
nuclear power program, persued concurrently 
with the parent company’s deep involvement 
in the competitive enriched-uranium program 
of the United States. 


Concern has been expressed that 
advanced computer technology may lead to 
increased central decision-making in all 
multinational corporations. While this is 
unquestionably true in the case of the large 
“integrated” international corporations, it is 
not so in the case of the “federated” type 
relationship. In that relationship, the 
designing, manufacturing, and marketing 
characteristics are unique to domestic market 
needs for each of the major product 
classifications — and these functions are 
decentralized even within the parent 
company. 


But the ‘‘business” decisions of the parent 
company must be integrated in relation to all 
products over which the parent company 
exercises decision-making authority. 
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Now, it becomes too complex an 
information system to integrate business 
decisions concerning each of the subsidiary 
product groups with the corresponding 
parent company group, and then in turn to 
integrate such groups in relation to the 
overall corporate strategies of the affiliates, 
since each affiliate’s strategy may be quite 
different from that of the parent company. 


In other words, the “federated” 
relationship is crucial for the retention, as 
well as the development, of Canada’s 
industrial “independence.” To the extent that 
the “integrated” form of subsidiary is 
prevalent, industrial independence may slip 
increasingly out of the country as, in part, a 
result of the centralizing tendencies of 
advanced computer technology. But to the 
extent that the ‘‘autonomous” relationship is 
prevalent — and encouraged — there is an 
immunity to the computer's tendencies to 
centralize decision-making and thus drain 
entrepreneurial independence out of 
Canadian industry. 


In addition to the benefits described 
above, the ‘federated affiliate’ provides 
career opportunities for Canadians in all the 
functions of modern business including 
executive decision-making under the broad 
direction of the subsidiary’s own board of 


Canadian secondary manufacturing 
has attained international leadership 
in quite a number of products 


directors. Neither the “colonial assembly 
plant’ nor the ‘integrated subsidiary” 
provides the opportunity for Canadian 
management to assume full responsibility for 
evaluating the needs of their market, both 
domestic and export, for determining the 
company’s overall business strategy, and for 
the design, manufacture and marketing of 
products or services to profitably meet 
customer needs. 


A nation cannot long exist if it loses 
brilliant young men and women to other 
countries as soon as their schooling is 
completed. Our young people are demanding 
a dimensional quality of life in their work, as 
well as in leisure. It is not now sufficient to 
simply provide jobs. With the growth in scope 
of today’s educational programs, financed at 
ever-increasing public cost, graduates seek 
career opportunities in an expanding number 
of disciplines. Job opportunities in Canada 
must not only conform with the anticipation 
of our young people, but the jobs must be 
productive in an economic sense in order to 
contribute to the cost of the expanding social 
needs of the nation. 


All in all, one can hardly place too much 
emphasis on how important it would be to 
Canadians if the international investment 
community were more fully to appreciate and 
support Canada’s need for increased 
autonomy in its foreign-controlled 
companies. 


Principles of international business conduct 


Foreign-controlled businesses in Canada 
are expected to operate in ways that will 
bring significant benefit to Canada. To this 
end they should pursue policies that will 
foster their independence in decision-making, 
their innovative and other entrepreneurial 
capabilities, their efficiency, and their 
identification with Canada and the 
aspirations of the Canadian people. 


Within these general objectives, the 
following principles of good corporate 
behavior are recommended by the Canadian 
government. Foreign-controlled firms in 
Canada should: 


1. Pursue a high degree of autonomy in 
the exercise of decision-making and 
risk-taking functions, including 
innovative activity and the marketing of 
any resulting new products. 


2. Develop as an integral part of the 
Canadian operation an autonomous 
capability for technological innovation, 
including research, development, 
engineering, industrial design and 
preproduction activities; and for 

* production, marketing, purchasing and 
accounting. 


3. Retain in Canada a sufficient share of 
earnings to give strong financial support 
to the growth and entrepreneurial 
potential of the Canadian operation, 
having in mind a fair return to 
shareholders on capital invested. 


4. Strive for a full international mandate 
for innovation and market development, 


when it will enable the Canadian 
company to improve its efficiency by 
specialization of productive operations. 


5. Aggressively pursue and develop 
market opportunities throughout 
international markets as well as in 
Canada. 


6. Extend the processing in Canada of 
natural resource products to the 
maximum extent feasible on an 
economic basis. 


7. Search out and develop economic 
sources of supply in Canada for 
domestically produced goods and for 
professional and other services. 


8. Foster a Canadian outlook within 
management, as well as enlarged career 
opportunities within Canada, by 
promoting Canadians to senior and 
middle management positions, by 
assisting this process with an effective 
management training program, and by 
including a majority of Canadians on 
boards of directors of all Canadian 
companies, in accordance with the spirit 
of federal legislative initiatives. 


9. Create a financial structure that 
provides opportunity for substantial 
equity participation in the Canadian 
enterprise by the Canadian public. 


10. Pursue a pricing policy designed to 
assure a fair and reasonable return to 
the company and to Canada for all 
goods and services sold abroad, 


including sales to parent companies and 
other affiliates. In respect of purchases 
from parent companies and affiliates 
abroad, pursue a pricing policy designed 
to assure that the terms are at least as 
favourable as those offered by other 
suppliers. 


11. Regularly publish information on the 
operations and financial position of the 
firm. 


12. Give appropriate support to recognized 
national objectives and established 
government programs, while resisting 
any direct or indirect pressure from 
foreign governments or associated 
companies to act in a contrary manner. 


13. Participate in Canadian social and 
cultural life and support those 
institutions that are concerned with the 
intellectual, social, and cultural 
advancement of the Canadian 
community. 


14. Endeavour to ensure that access to 
foreign resources, including technology 
and know-how, is not associated with 
terms and conditions that restrain the 
firm from observing these principles. 


The Principles of International Business Conduct were 
devised by the minister responsible for the administration 
of the Foreign Investment Review Act in 1975 to help 
answer the question, “What does the Canadian 
government look for in assessing significant benefit to 
Canada?” While the above principles are not directly 
related to the administration of the act, they will assist 
investors by elaborating on what Canada expects of 
foreign investors. 
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I. MINERALS AND 
FOREST PRODUCTS 


_ This list shows capital spending projects in 
progress or in the final planning stages. The 
projects are limited to those in the minerals 
_and forest products sector costing more than 
$5 million. Other industries will be covered in 
future issues of Foreign Investment REVIEW. 


CAPITAL INVESTMENT PROJECTS IN CANADA 


Company and project description Completion Cost 
date ($million) Location 
British Columbia 
Afton Mines Ltd. 1977 80.0 Kamloops area 
New copper mine, mill and smelter 
Cominco Ltd. 1980-85 425.0 Kimberley and 
Modification and expansion lead- Trail 
zinc mine and smelter 
Kaiser Resources Ltd. 1979 40.0 Sparwood 
Expansion of hydraulic coal mine operations 
British Columbia Forest Products Ltd. 1977 IO Crofton 
Plant modernization; new power boiler 
Canadian Cellulose Co. Ltd. 1978 100.0 Prince Rupert 
Conversion of sulphite pulp mill to 
bleached kraft process 
New small-wood sawmill 1978 West Castlegar 
Crestbrook Forest Industries Ltd. 1977 18.0 Skookumchuk 
Improvements and expansion at 
bleached sulphite mill 
Crown Zellerbach Canada Ltd. Campbell River 
(Part of 5-year $250 million program) 
Thermo-mechanical pulping system 1978 26.6 
New sawmill and planer mill 1978 17.8 
New plywood veneer plant 1978 16.3 
Eurocan Pulp and Paper Co. and 
Weldwood of Canada Ltd. 1978 15.0 Houston 
New sawmill 
Kootenay Forest Products 1977 7.0 Nelson 
Modernization; new pole plant 
MacMillan Bloedel Ltd. 
Modernization, improvement, pollution control: 
Pulp mill 1978 22.0 Port Alberni 
Pulp/sawmill 1977 NN Harmac 
Pulp mill 1980 62.0 Harmac 
Pulp mill 1979 63.0 Powell River 
Logging plant expansion 1982 300.0 South Coast 
Shipping improvements, new barge 1978 16.0 South Coast 
Pacific Inland Resources Ltd. 1977 6.0 Smithers 
Sawmill modernization 
Plateau Timber Ltd. 1977 6.5 Engen 
Sawmill expansion 
Rayonier Canada Ltd. 
Modernization, pollution control 1977 48.0 Port Alice 
New product development 1977 7.0 Woodfibre 
Alberta 
Calgary Power Ltd. 
Extended Highvale coal mine — Phase 1 1980 50.0 Lake Wabamun 
Gregg River Resources Ltd. n.a. 75.0 Hinton area 
New open-pit coal mine 
Luscar Sterco Ltd. 1978 90.0 Coal Valley 
New open-pit coal mine 
Northwestern Pulp and Power Ltd. 1979 35.0 Hinton 
Environmental project 
Simpson Timber Co. (Alta.) Ltd. 1977 20.0 Blueridge 
New sawmill and planer mill 
Saskatchewan 
Amok Ltd. 1979-80 75.0 Cluff Lake 
New uranium mine and mill 
Eldorado Nuclear Ltd. 
Housing program and mill renovation 1978 1720 Beaverlodge 
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Worker uses a pneumatic crustbreaker to break the rock- 
hard crust which forms on the surface of the electrolyte 
Datn at a modern aluminium smelting potline in Arvida, 
Quebec 

Photo: Alcan 


Company and project description Completion Cost ? 
date ($million) Location 

ee eee ————————— 

Saskatchewan Potash Corp. (ys 10.0 Cory 
Mine expansion 

Saskatchewan Power Corp. 1978 130.0 Coronach 
New strip coal mine 

Prince Albert Pulp Co. Ltd. 1978 ZO) Prince Albert 
Environmental project bleached sulphate mill 

Manitoba 

Hudson Bay Mining and Smelting Co. Ltd. WW? n.a. Flin Flon area 
Centennial copper-zinc mine development 

Inco Ltd. 1982 30.8 Thompson area 
Birchtree mine extension 

Sherritt Gordon Mines Ltd. 1978 30.0 Leaf Rapids 
New copper-zinc mine — Ruttan mine 

Ontario 

Agnew Lake Mines Ltd. 1978 37.0 Agnew Lake 
New uranium mine 

Algoma Steel Corporation Ltd. 1979 39.0 Algoma district 
Development of McLeod iron mine 

Denison Mines Ltd. Elliot Lake 
Backfill plant and employee accommodation 1978 20.0 
Uranium mine-mill expansion 1980 n.a. 

Falconbridge Nickel Mines Ltd. Sudbury area 
New mine development, Craig Mine 1983 n.a. 
Lateral development, Fraser Mine 1979 n.a. 
Smelter environmental improvement project 1978-79 95.0 


including new sulphuric acid plant 


Inco Ltd. 

Major mining development projects: 
Clarabelle, Copper Cliff North, Creighton, 
Crean Hill, Frood-Stobie, Copper Cliff 
South and Garson mines, 


Sudbury area 


1978-84 n.a. 


Levack mine 1984 30.0 

New rolling mill US 7 29.0 

Mattagami Lake Mines Ltd. 1977 20.0 Ignace area 
Development of new copper-nickel mine, 

Rio Algom Mines Ltd. Elliot Lake 
Expansion of Quirke uranium mine 1978 76.0 
Reactivation and expansion of Panel mine 1980 100.0 

Texasgulf Canada Ltd. 1978-80 350.0 Timmins area 
Mine-mill expansion (1979) 
New copper smelter and refinery 

Abitibi Paper Co. Ltd. O77, 10.0 White River 
New sawmill 

American Can of Canada Ltd. 1978 26.4 Marathon 
New recovery boiler, kraft pulp mill 

Consolidated-Bathurst Ltd. US 7/ n.a. Braeside 
Sawmill reconstruction 

Domtar Ltd. 
Conversion and additions to paper mill 1977-78 na. Cornwall 
Capacity expansion, gypsum wallboard plant n.a. 20.0 Caledonia 
Kimberley-Clark of Canada Ltd. 1977 240.0 Terrace Bay 
Expansion of bleached kraft pulp mill 

The Ontario-Minnesota Pulp and Paper Co. Ltd. 1978 ZOO Fort Frances 
Increased capacity, pulp and paper mill 

Reed Paper Ltd. 1980 120.0 Dryden 
Capacity expansion and environmental 
control at kraft pulp mill 

Spruce Falls Power and Paper Co. Ltd. 1977 16.0 Kapuskasing 
Paper machine modernization 

Trent Valley Paperboard Mills 1978 15.0 Trenton 
New paperbdard mill 

Quebec 

Alcan Aluminium Ltd. 1981 200.0 La Baie 


New aluminium smelter 
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Company and project description Completion Cost 


date (Smillion) Location 
ee a a et Sa Se eae 
Asbestos Corp. Ltd. 1977 17.0 Thetford Mines 
Asbestos dust control program 
Bell Asbestos Mines Ltd. 1978 8.5 Thetford Mines 
Asbestos dust control program 
Dresser Industries Ltd., Canadian Refractories 1977 n.a. Kilmar 
Div., mine-mill expansion 
Falconbridge Copper Ltd. 
Corbet mine development 1979 22.0 Noranda 
Cooke mine development 1978 9.4 Chapais 
Noranda Mines Ltd. 1977 6.0 Montreal 
New process equipment for copper refinery 
Orchan Mines Ltd. 1978 9.0 Matagami area 
Development of zinc-copper deposit 
Sidbec-Normines Inc. NOT. 462.0 Fire Lake and 
Iron mine development; concentrator Port Cartier 
improvement; new pellet plant 
Canadian International Paper Co. Ltd. 
Machine modernization n.a. 40.0 La Tuque 
New plant to produce new type of pulp 1979 30.0 Gatineau 
Consolidated- Bathurst Ltd. 1979 25.0 Port Alfred 
Paper machine speed-up (deferred from 1977) 
Domtar Ltd. 
Newsprint mill machine replacement 1977 15.0 Dolbeau 
New steam power boiler for pulp mill S77, 6.9 Lebel-sur- 
Quévillon 
Donohue-St. Félicien Inc. 1978-79 B02 7, St. Félicien 
New bleached kraft pulp mill 
Eddy Paper Co. Ltd. 1977 10.0 Hull 
Rebuilding paper machine 
Forex-Leroy Inc. 1978 PALS) Val d'Or 
New plywood plant 
Quebec North Shore Paper Co. and Rexfor 1978 24.0 Baie Comeau 
New sawmill and finishing complex 
Rayonier (Quebec) Inc. 
Production facilities, pollution control 1977 25.3 Port Cartier 
Tembec Forest Products Inc. UWSYTAS, 40.0 Temiskamingue 
Sulphite Pulp mill expansion and 
environmental improvement 
Atlantic Provinces 
British- Newfoundland Exploration Ltd. n.a. n.a. Hopedale, 
New uranium mine Lab. 
Brunswick Mining and Smelting Corp. Ltd. IQS 53.0 Belledune Point, 
Zinc-lead mine development N.B. 
Geo. Wimpey Canada Ltd. n.a. 7.0 Stellarton, N.S. 
Open-pit coal mine 
New Brunswick Mining Co. Ltd. 1979 26.0 Salmon Harbour, 
New dragline and coal mine development N.B. 
Bowater Canadian Ltd. n.a. 7.0 Cornerbrook, 
Conversion to thermo-mechanical Nfld. 
groundwood process and newsprint 
machine renovation 
Consolidated-Bathurst Ltd. 1978 6.0 Bathurst, N.B. 
Increased pulp mill capacity 
Fraser Companies Ltd. 1979 91.5 Edmundston, N.B. 
Enlarging pulp mill . 
Nova Scotia Forest Industries Ltd. 1978 8.8 Point Tupper, N.S. 
Extension of wood-room facilities 
Price (Nfld.) Pulp and Paper Ltd. 1977 28.9 Grand Falls, Nfld. 
New groundwood refiner plant 
Yukon and Northwest Territories 
Canada Tungsten Mining Corp. Ltd. 1979 10.0 Flat River, 
Mill capacity expansion N.W.T. 
\ stand of trees in one of Canada’s many huge tracts of Cyprus Anvil Mining Corp. 1977 14.8 Faro, Y.T. 


imber. Additional equipment 
'hoto: Canadian Government Office of Tourism 
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Incentives to industry 


(ge OE a ea 


The following is a list of the major incentives 
to industry offered by the federal and 
provincial governments and available to both 
Canadian and non-Canadian investors. To 
qualify, companies must be incorporated in 
Canada. 


FEDERAL GOVERNMENT 
INCENTIVES 


Department of Industry, 
Trade and Commerce 


Enterprise Development Program (EDP) 


The program assists eligible manufacturing 
and processing firms to become more viable 
and internationally competitive through 
grants and loans. The grants are to help firms 
to develop proposals for project assistance, 
study market feasibility or productivity 
improvement, procure industrial design 
services, and develop or introduce new 
technology. Loans or loan guarantees assist 
restructuring or rationalization. Further grants 
or loans are also available to help firms to 
meet special problems or to further specific 
government objectives.* Contact: 
Enterprise Development Board, Department 
of Industry, Trade and Commerce, at the 
address below. 


Machinery Program 


This program provides for remission of import 
duty on types of machinery not manufactured 
in Canada, when the importation of such 
machinery is vital to an enterprise. 

* Contact: Machinery and Equipment 
Advisory Board, Department of Industry, 
Trade and Commerce, at the address below. 


Agricultural and Food Products Market 
Development Program (AGMAP) 


Financial assistance to develop domestic and 
export markets for agriculture and food 
products.” Contact: Programs Unit, 
Agriculture, Fisheries and Food Products 
Division, Department of Industry, Trade and 
Commerce, at the address below. 


Other Programs 


Financial assistance programs are also 
available for shipbuilding, defence 
production, fashion design, grains and 


oilseeds marketing and for export market 
development.* Contact: Department of 
/ndustry, Trade and Commerce, at the 
address below. 


National Research Council 


Industrial Research Assistance 
Program (IRAP) 


Shares cost of selected research projects. 
* Contact: National Research Council, at 
the address below. 


Pilot Industry/Laboratory Program (PILP) 


Provides shared-cost research between NRC 
laboratories and industrial firms. ~ Contact: 
National Research Council, at the address 
below. 


Department of Regional Economic 
Expansion (DREE) 


Provides cash grants and loan guarantees to 
encourage location or expansion of 
manufacturing and processing facilities in 
regions of Canada designated as slow- 
growth regions. * Contact: /ndustria/ 
Incentives Branch, Department of Regional 
Economic Expansion, at the address below. 


Federal Business Development Bank 
(FBDB) 


Provides financial assistance to business, 
particularly small business, in the form of 
loans, loan guarantees, equity financing or 
leasing. Management services are also 
available to small businesses. * Contact: 
Federal Business Development Bank, at the 
address below. 


Department of Finance 


Guarantees loans up to $50,000 from 
approved lenders to proposed or existing 
businesses whose actual (or estimated) gross 
revenue is less than $1 million. 


* Contact: Guaranteed Loans Administration, 
Department of Finance, at the adress below. 


As a service to REVIEW readers, FIRA, will receive all 
inquiries directed to the federal programs and forward 
them, unopened, to the appropriate agency, the same day 
FIRA receives them. Please address enquiries about the 
federal incentive programs to: The name of the program 


c/o The Foreign Investment Review Agency, P.O. Box 
2800, Station “D”, Ottawa, Canada K1P 6A5. Please 
address enquiries about provincial programs directly to 
the province concerned at the address given in each 
case. 
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PROVINCIAL GOVERNMENT 
INCENTIVES 


ALBERTA 


Alberta Opportunity Company 


| 
Provides financing for Alberta manufacturing 
and service businesses through direct loans 
or guarantees of loans for fixed assets or 
working capital when funding is not available 
from conventional lending institutions. 
Contact: A/berta Opportunity Company, Box 


1860, Ponoka, Alberta, Canada TOC 2HO. 


Canada-Alberta Subsidiary Agreement 
on Nutritive Processing Assistance 


The maximum grant under this program is 
35 per cent of the total capital required to 
build or expand a facility. The grant is 
restricted to nutritive processing operations 
in which raw or semi-processed products are 
physically or chemically altered, processed, 
‘or refined or made more marketable as 
Nutritional products for humans, animals, or 
plants. The grants are available for operations 
anywhere in Alberta except Edmonton and 
Calgary. Contact: Executive Director, DREE 
Program, Agriculture Building, 11th floor, 
9718 — 107th St., Edmonton, Alberta, 
Canada T5K 2C8. 


/ 
| 
| 


BRITISH COLUMBIA 


British Columbia 
Development Corporation 


Provides information and assistance for new 
or expanding business in British Columbia. 
Assists with market studies, marketing, and 
forecasts in addition to leasing and selling 
industrial land. It also provides direct and 
‘indirect financing for land acquisition, 
equipment, buildings, and start-up 

costs. Contact: British Columbia 
Development Corporation, 272 Granville 
Square, 200 Granville St., Vancouver, British 
Columbia, Canada V6C 1S4. 


Department of Economic Development 


The business development program provides 
assistance in marketing British Columbia- 
manufactured products outside the province 
by providing financial support to businesses 
to participate in trade shows and trade 
missions outside Canada. It also provides a 
‘market development assistance program, a 
technical assistance program, a small 
business assistance program and a business 
information service on the availability and 
source of various forms of financial and other 
assistance to business. The new business 
service provides counselling and information 
about government regulations. Contact: 
Business and Industrial Development Branch, 


Department of Economic Development, Box 
10111, 700 West Georgia St, Vancouver, 
British Columbia, Canada V7Y 1C6. 


MANITOBA 


Manitoba Development Corporation 


Provides loans to companies in 
manufacturing and processing industries. 
Contact: Manitoba Development 
Corporation, 600 Power Building, 428 
Portage Ave., Winnipeg, Manitoba, Canada 
R3C OEF4. 


Design Assistance Program 


Cost-sharing of consulting and advisory 
services for market research, design and 
redesign of products and packages. Contact: 
Manitoba Design Institute, 155 Carleton St., 
5th floor, Winnipeg, Manitoba, Canada R3C 
3H8. 


Export Incentive Program 


Cost-sharing of promotion for new export 
markets. Contact: Manitrade, 155 Carleton 
St, Winnipeg, Manitoba, Canada R3C 3H8. 


Manitoba Research Council 


The Research and Development Assistance 
Program provides shared-cost assistance for 
research and development of new or 
improved products or processes. The council's 
Canadian Food Product Development Centre 
provides advice and in-plant assistance 
including laboratory work for food and feed 
industries. Contact: Manitoba Research 
Council, 155 Carleton St., 6th floor, 
Winnipeg, Manitoba, Canada R3C 3H8. 


Manitoba Department of 
Industry and Commerce 


The Feasibility Studies Incentive Program 
assists manufacturing and processing 
industries with shared-cost feasibility studies 
on establishing or expanding manufacturing. 
The DREE Application Incentives Program 
provides shared-cost assistance to employ 
outside consultants in the preparation of 
applications to the federal government's 
Department of Regional Economic Expansion 
programs for the establishment or expansion 
of manufacturing facilities. The Productivity 
Improvement Program provides shared-cost 
assistance to identify problems and obstacles 
to growth. The Manpower Development 
Assistance Program provides cost-sharing of 
manpower development programs. Contact: 
Department of Industry and Commerce, 155 
Carleton St., Winnipeg, Manitoba, Canada 
RsG SH. 


NEW BRUNSWICK 


New Brunswick Industrial 
Development Board 


Administers a joint federal-provincial 


interest-free forgivable loan program oriented 
to small businesses. Contact: Department of 
Commerce and Development, P.O. Box 
6000, Centennial Building, Fredericton, New 
Brunswick, Canada E3B 5H17. 


New Brunswick Provincial 
Holdings Limited 


Will take equity position manufacturing 
companies locating in New Brunswick. 
Contact: N.B. Provincial Holdings Ltd., P.O. 
Box 6000, Centennial Building, Fredericton, 
New Brunswick, Canada E3B 5H17. 


Research and Productivity Council 


Provides technical support services for 
industry in New Brunswick, including 
engineering and problem solving, industrial 
research and development, and management 
consulting, on a cost-recovery basis. 
Contact: 'V.8. Research and Productivity 
Council, College Hill Road, Fredericton, New 
Brunswick, Canada E3B 5C8. 


NEWFOUNDLAND 


Newfoundland and Labrador 
Development Corporation 


Provides equity and loan financing up to $1 
million for establishing or expanding small! 
and medium sized businesses. Contact: 
Newfoundland and Labrador Development 
Corporation, P.O. Box 1738, 44 Torbay 
Road, St. John’s, Newfoundland, Canada 
A1C 5P5. 


Department of Industrial Development 


Approved financing of new or expanding 
business ventures in amounts of more than 
$1 million. Contact: Department of 
/ndustrial Development, Confederation 
Building, St. John’s, Newfoundland, Canada 
ALCS TZ: 


NOVA SCOTIA 


Industrial Estates Ltd. 


Long-term loans on 20-year first mortgages 
on 100 percent of the cost of new land and 
buildings of secondary manufacturers and up 
to 60 percent financing of new machinery 
with 10 years to repay. Contact: /ndustrial 
Estates Ltd., 5151 George St., Suite 700, 
Halifax, Nova Scotia, Canada B3J 1M65. 


Industrial Loan Act, Industrial 
Development Act, Industrial 
Expansion Act 


Loans at subsidized rates of up to 75 percent 
for new land and fixed assets for processing 
industries and tourist facilities. Contact: 
Nova Scotia Resources Development Board, 
Bank of Montreal Towers, P.O. Box 519, 
Halifax, Nova Scotia, Canada B3J/ 2R7. 
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A huge Bucyrus-Erie churn drill at work at Gaspé Cooper 
Mines, Ltd., Murdochville, Quebec. 
Photo: George Hunter 


J 
" 


Vy 
VU 
f 
MY 


ONTARIO 


Ontario Development Corporation 


Programs include: industrial mortgages and 
leasebacks, export support loans, venture 
capital loans, pollution control equipment 
loans, loans to small businesses, tourist 
industry loans, and incentive loans to 
encourage industries to locate or expand in 
slow-growth areas of Ontario. Contact: 
Ontario Development Corporation, Mowat 
Block, 3rd floor, 9OO Bay St., Toronto, 
Ontario, Canada M7A 2E7. 


Ontario Industrial Training Program 


Assistance for training programs to 
companies locating in areas where such 
programs will help improve employment 
opportunities. Contact: Ministry of Colleges 
and Universities, Industrial Training Branch, 
Mowat Block, 900 Bay St., Toronto, 
Ontario, Canada M7A 2E7. 


Retail Sales Tax Exemption for 
Pollution Control Equipment 


A retail sales tax exemption is granted to a 
manufacturer or producer who purchases 
machinery or equipment for use in the 
detection, measurement, prevention, 
treatment, reduction or removal of pollutants 
in the air, water, or soil that are attributable 
to manufacturing or producing operations. 
Contact: Ministry of Revenue, Government 
of Ontario, Retail Sales Tax Branch, Queen’s, 
Toronto, Ontario, Canada M7A 1X9. 


PRINCE EDWARD ISLAND 


Industrial Enterprises Incorporated 


Provides assistance for capital expenditures 
in the form of first mortgage loans on real 
estate and/or equipment. Contact: /ndustria/ 
Enterprises Incorporated, West Royalty 
Industrial Park, Charlottetown, Prince 
Edward Island, Canada C1E 1B0. 


P.E.1. Department of Industry 
and Commerce 


The Industrial Assistance Program is directed 
at the manufacturing and processing sectors 
based on a maximum capital cost of $25,000 
with a maximum grant of $12,500 or 25 per 
cent of the total capital cost with allowances 
up to $2,000 for each new job created. The 
Service Sector Assistance Program is 
directed at the support industries to the 
agricultural and fisheries sector based on a 
maximum capital cost of $60,000 with a 
maximum grant of $30,000 and 25 per cent 


of the total or $2,000 for each new job 
created. Contact: Department of Industry 
and Commerce, P.O. Box 2000, 180 Kent 
St., Charlottetown, Prince Edward Island, 
Canada C1A 7N8. 


QUEBEC 


Quebec Industrial Development 
Corporation (QIDC) 


The corporation is a financial intermediary of 
the Quebec department of industry and 
commerce which provides assistance for 
manufacturing investment projects with 
provision for low-cost loans and interest 
reimbursement equity participation. 
Contact: Quebec /ndustria/ Development 
Corporation, 1126 Chemin Saint-Louis, 
Room 700, Sillery, Quebec, Canada 

GiSay co: 


Quebec Department of Industry 
and Commerce 


Services to foreign investors include trade 
missions and export promotional campains in 
collaboration with Quebec-based businesses; 
manufacturing investment advice; industrial 
sector surveys; and consultation services on 
marketing, finance, production and 
administration. Other incentives include 
corporation tax exemptions and sales tax 
exemptions on products used in 
manufacturing. Contact: Quebec 
Department of Industry and Commerce, 
/ndustrial Promotion Directorate, Place 
Ville-Marie, Suite 2300, Montreal, Quebec, 
Canada H3B 3M6. 


Quebec Mining Exploration 
Company (SOQUEM) 


This Crown corporation, wholly-owned by the 
Quebec provincial government, encourages 
joint ventures with foreign investors in the 
mining sector. Contact: SOQUEM, 2406 
Chemin des Quatre Bourgeois, Ste-Foy, 
Quebec, Canada G1V 1W5. 


SASKATCHEWAN 


Saskatchewan Economic Development 
Corporation (SEDCO) 


Provides mortgages up to 20 years, loan 
guarantees, venture capital and industrial 
land for lease or sale. Contact: 
Saskatchewan Economic Development 
Corporation, 1106 Winnipeg St., Regina, 
Saskatchewan, Canada S4R 6N9. 
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‘oreign Investment Policy 


oreign Direct Investment in Canada (The 
iray Report) 

ittawa: Government of Canada, 1972 
atalogue No. CP32-15/1971. $6.50 in 
nada. $7.80 outside Canada 


, Commentary on the Foreign Investment 
eview Act 

ughes, Graeme C. 

oronto: The Carswell Company Limited 
975 


he Regulation of Foreign Investment in 
‘anada 

ayden, Peter R. and Burns, Jeffrey H. 
pronto: Prentice-Hall of Canada Ltd. 1976 


‘anadian Foreign Investment Screening 
mecotures and The Role of Foreign 
iestment in the Canadian Economy 
learings, 1975, 1976 

1S. Senate, Joint Economic Committee 
ub-Committee on Inter-American Economic 
ielationships 


lational Control of Foreign Business 
ntry: A Survey of 15 countries 
obinson, Richard D. 

lew York: Praeger Publications 1976 


‘ontrolling Multinational Enterprises. 
roblems, Strategies and Counter- 
itrategies 

auvant, Karl P. and Lavipour, Farid G. 
2ditors) 

oulder, Colorado: Westview Press Inc. 
976 


overnment Controls on International 
usiness 

uerr, Michael G. and Greene, James 
ew York: The Conference Board 1977 


nternational Business 


line Investments Abroad and their Impact 
t Home 

itobaugh, Robert B. et al 

‘ambridge, Mass.: Harvard University Press 
976 


icquisitions and Mergers in Canada (2nd 
dition) 

forin, Desmond B. and Chippendale, Warren 
2ditors) 

Oronto: Methuen Publications 1977 


Nationalism, Technology and the Future of 
Canada 

Gagne, Wallace (editor) 

Toronto: MacMillan of Canada and 
Maclean-Hunter Press 1976 


Resources — Canada 


Metal Mining in Canada, 1976-2000 
Department of Energy, Mines and Resources 
Martin, H. L., Cranstone, D. A. and 
Zwartendyk, J. 

Ottawa 1976 

* Catalogue No. M38-2/167. $2.00 
Canada. $2.50 outside Canada 


Uranium Supply to 2000, Canada and The 
World 

Department of Energy, Mines and Resources 
Williams, R. M. 

Ottawa, 1976 

* Catalogue No. M38-2/168. $1.00 
Canada. $1.25 outside Canada 


Conflict and its Resolution in the 
Administration of Mineral Resources in 
Canada 

Burns, R. M. 

Kingston: Centre for Resource Studies, 
Queen’s University, Kingston, Ontario, 
Canada 1976 


An Energy Strategy for Canada: Policies 
for Self-Reliance 

Department of Energy, Mines and Resources 
Energy Policy Sector 

Ottawa 1977 

* Catalogue No. M27-14/1976-1. $2.50 in 
Canada. $3.00 outside Canada 


Population, Technology and Resources 
Science Council of Canada, Report No. 25, 
Ottawa July 1976 

* Catalogue No. $S22-1976-25. $2.00 in 
Canada. $2.50 outside Canada 


Inflation, its Financial Impact on Business 
in Canada 

Jenkins, Glen P. 

Ottawa: Economic Council of Canada 
Bulletin No. 72, 1977 


Canadian Perspectives on Wage-Price 
Guidelines: a book of readings 

Wood, W. D. and Kumar. Pradeep (editors) 
Kingston: Industrial Relations Centre, 
Queen's University, Kingston, Ontario, 
Canada 1976 


The Current Industrial Relations Scene in 
Canada, Kingston 

Wood, W. D. (editor) 

Kingston: Industrial Relations Centre, Queen's 
University, Kingston, Ontario, Canada 1976 


The Impact of Inflation on Financial 
Markets in Canada 

Pesando, James E. 

Montreal: C. D. Howe Research Institute 
1977 


Holding the line — a strategy for Canada’s 
development 

Burke, Chris D. and Ireland, D. J. 

Toronto: MacMillan Co. of Canada for the 
Ministry of State for Urban Affairs, 1976 
(Urban Prospects, No. 11) 


Tax Concessions to Boost Investment: A 
perspective 

Mendelsohn, Joshua and Beigie, Carl E. 
Montreal: C. D. Howe Research Institute, 
Observations series, No. 13, December 
1976 


Business and Government in Canada, 
Selected Readings 

Rea, K. J. and McLeod, J. J. 

Toronto: Methuen Publications 1976 


Doing Business in Canada 

Newberger, Edward L. (editor) 

New York: Mathew Bender for New York 
University, International Institute on Tax and 
Business Planning 1975 


Law 


Fraser's Handbook on Canadian Company 
Law. 6th edition 

H. Sutherland, Q.C. and D. B. Horsley (editors) 
J. B. Gillespie, Q.C. (consulting editor) 
Toronto: The Carswell Co. Ltd. 1975 


Take-over Bid Legislation in Canada. A 
comparative analysis 

Anisman, Philip 

Toronto: CCH Canadian Ltd. 1974 


Tax Treaties in International Planning 
Bischel, Jon E. 
New York: Practising Law Institute 1975 


*/f you wish to order this book, please send a cheque or 
money order in Canadian funds made out to: The 
Receiver General for Canada and mail, together with the 
title, author, and catalogue no. to. Printing and 
Publishing Centre, Supply and Services Canada, Ottawa, 
Canada K1A OS9. 
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Statistical tables 
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QUARTERLY TABLE | — SUMMARY 
FIGURES REVIEWABLE ACQUISITION CASES 
1976 1977 
first second third fourth first second 
quarter quarter quarter quarter quarter quarter 
Total 26 42 45 58 41 60 
Industry 
Primary 5 3 4 S 3 2 
Manufacturing 11 Pls; 28 29 16 Dy) 
Construction and services 10 14 13 26 Die. 31 
Country of control 
United States 14 227/ 28 40 25 40 
United Kingdom 4 4 7 8 10 10 
Other Europe 7 10 8 9 6 4 
All other 1 1 2 1 — 6 


REVIEWABLE NEW BUSINESS CASES 


1976 1977 
irst secon thir ourt irst secon 


quarter quarter quarter quarter quarter quarter 

Total 20 51 64 61 62 93 
Industry 

Primary 0) 4 3 5 3 6 

Manufacturing 14 19 iP 17 16 25 

Construction and services 6 28 44 39 43 62 
Country of control 

United States 6 25 31 28 35 48 

United Kingdom 2 7 Z 6 5 8 

Other Europe 7 16 we 23 15 24 

All other 5 3 9 4 7 10 

ANNUAL TABLE 2 — OUTCOME OR STATUS 
FIGURES REVIEWABLE ACQUISITION CASES 
1974ft 1975 1976 

Reviewable new cases 102 166 Wa 
Carryover from previous period — Sil 55 
Total of above 102 PET) 226 
Total resolved 51 162 159 

Allowed Some 116 124 

Disallowed 9 21 19 

Withdrawn 9 25 16 
Carried over to next period 5 55 67 
Allowed cases as percent of resolved 65% 72% 78% 


REVIEWABLE NEW BUSINESS CASES 


1977.5 1976 
Reviewable new cases 6 196 
Carryover from previous period eal 6 
Total of above 6 202 
Total resolved — 142 
Allowed — 115% 
Disallowed — ) 
Withdrawn = 18 
Carried over to next period 6 60 
Allowed cases as percent of resolved —— 81% 


T Provisions for review of acquisitions came into force April 9, 1974 
* Provisions for review of new businesses came into force October 15, 1975 
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emoving a sheet ingot from a mould at the Alcan 
dJuminium Ltd. works in Arvida, Quebec. 
hoto: Alcan 


TABLE 3 — COUNTRY OF CONTROL 


REVIEWABLE ACQUISITION CASES 


1974t 1975 1976 
Total 102 166 171 
United States 61 116 109 
United Kingdom 21 15 23 
Other Europe 15 Du 34 
Belgium 1 2 1 
France 3 6 6 
Germany, West 2) 2 10 
Italy — D 1 
Liechtenstein 9) 2 ae 
Luxembourg Be — 3 
Netherlands ae 5 ae 
Norway a 1 ee 
Sweden bot 2) 9 
Switzerland 4 5 4 
All other 5 8 5 
Australia 2 1 = 
Bermuda _ 2 1 
Hong Kong _ 1 — 
India 1 — — 
Japan 2 2 3 
Lebanon ae eat 1 
Mexico — — 
Panama — 1 — 
Other == = ae 
Allowed cases as percent of resolved % % % 
United States 64 74 74 
United Kingdom 70 76 78 
Other Europe 67 5}1/ al 
All other 50 33 50 


tT Provisions for review of acquisitions came into force April 9, 1974 


Iw  —G—ee—_—_—ere—ee— 


REVIEWABLE NEW BUSINESS CASES 


NOW a 1976 

Total 6 196 
United States 4 90 
United Kingdom — Pag 
Other Europe 1 63 
Belgium = 1 
France - 9 
Germany, West —- 22 
Italy 1 9 
Liechtenstein = 2 
Luxembourg =. = 
Netherlands — 2 
Norway =e aan 
Sweden a 3 
Switzerland Ae 8 
Denmark wea 5 
Finland — 1 
Spain 1 
All other 1 21 
Australia — 2 
Bermuda =— 1 
Hong Kong = 3 
India — 3 
Japan —_ 4 
Lebanon 1 maz 
Mexico — — 
Panama a — 
Other = 8 
Allowed cases as percent of resolved % % 
United States — 73 
United Kingdom sie 
Other Europe — 82 
All other — 95 


A a i aS A NS a ee 
* Provisions for review of new businesses came into force October 15, 1975 
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TABLE 4 — INDUSTRIAL SECTOR 


i 


REVIEWABLE ACQUISITION CASES 


Total 102 166 WA 
Primary 15 18 15 


Agriculture 

Forestry 

Fishing and trapping 

Mines, quarries, oil wells 
Manufacturing 


Food and beverage 
Tobacco products 
Rubber and plastic products 
Leather 
Textiles 
Knitting mills 
Clothing 
Wood 
Furniture and fixture 
Paper and allied 
Printing, publishing, and allied 
Primary metal 
Metal fabrication 
Machinery 
Transportation equipment 
Electrical products 
Non metallic mineral products 
Petroleum and coal products 
Chemical 
Miscellaneous 
Construction and services 


Construction 

Transportation, communication, utilities 
Trade 

Finance, insurance, real estate 
Community, business, personal services 
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T Provisions for review of acquisitions came into force April 9, 1974 


REVIEWABLE NEW BUSINESS CASES 


USWA = 1976 


Total 6 196 
Primary _ We 


Welders installing new teeth on the 15 cubic yard dipper Agriculture = 2 
of an electric shovel at Gaspé Copper Mines in Forestry a i 
Murdochville, Quebec. 
Photo: George Hunter 


Fishing and trapping == 
Mines, quarries, oil wells — 
Manufacturing 2 


Food and beverage = 
Tobacco products = 
Rubber and plastic products = 
Leather = 
Textiles = 
Knitting mills = 
Clothing = 
Wood = 
Furniture and fixture 1 
Paper and allied = 
Printing, publishing, and allied = 
Primary metal == 
Metal fabrication 1 
Machinery 

Transportation equipment 

Electrical products 

Non metallic mineral products 

Petroleum and coal products 

Chemical 

Miscellaneous 


Construction and services 4 A? 
Construction 4 


Transportation, communication, utilities 1 

Trade 1 68 
1 
1 


jo) 


—_ —_ [o) 
ees teicn Ocenllo oto ocliens execs 


Finance, insurance, real estate 

Community, business, personal services 
ee SS a eee 
* Provisions for review of new businesses came into force October 15, 1975 
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Foreign Investment Review Agency Publications 


® Foreign investment REVIEW 
— a quarterly journal on 
investment conditions in Canada 


® L'investisseur étranger 
— French language edition of 
Foreign Investment REVIEW 


@ Annual Report 1974-75 

® Annual Report 1975-76 

® Foreign Investment Review Agency Information Kit (Red) — of particular interest to lawyers and 
consultants 


Contains: @ Businessman’s Guide to the Foreign Investment Review Act 
® A Guide to filing notice with the Foreign Investment Review Agency 
® Forms for use in giving notice pursuant to the Foreign Investment Review Act 
® The Foreign Investment Review Act (S.C. 1973, c.46) 
@ The Foreign Investment Review Regulations (SOR/77-226) 
® Guidelines 
— Venture Capital 
— Real Estate 
— Corporate Reorganizations 
— Related Business 
— Oil and Gas 
— Organization Chart 
® Foreign Investment Review Agency Information Kit (Blue) — of particular interest to investors 


Contains: ® Businessman’s Guide to the Foreign Investment Review Act 
® A Guide to Filing notice with the Foreign Investment Review Agency 
® Forms for use in giving notiee-pursuant to the Foreign Investment Review Act 
3 5 oe 


sr 


@ FIRA Papers series 
— No. 1: Foreign Acquisition Activity in Canada: A long-term perspective by G. A. Edwards 


@ Weekly news releases on FIRA activities 


All the above publications are available free or charge and are published in English 
and French. 


To order, send the name of the publication(s) together with your name and address to: 


Administration Division 

Foreign Investment Review Agency 
Box 2800, Station ‘’D” 

Ottawa, Canada K1P6A5 


ENT 


investment conditions in 


A quarterly journal on 
CANADA Wanter 4977/78 Vol.1, No.2 


a 


FOREIGN 
INVESTMENT 


Cover: 


Pipeline construction showing a 42-inch gas pipe being 
weighted with concrete in readiness to cross a river. 
_ PHOTO: Alberta Gas Trunk Line Co. 


—--—— «~~ 


ONTENTS Volume 1, Number 2, Winter 1977/78 


2. News Briefs 


A roundup of Canadian news of interest to investors on topics including oil 
and gas exploration, new government programs, the economy, trade mis- 


sions, cabinet appointments, and the Alaska Highway pipeline. 


5. Features 


The giant Canada-U.S. pipeline — the Alaska Highway project 
by Jeff Carruthers 


1 O. Upturn in capital spending and FIRA cases 
by Edward M. Cape 


1 3. Regional economic development — a Canadian priority 


1 6. The joint-venture alternative for investing in Canada 
by Frank Swedlove 


1 9, Changing patterns of foreign investment in Canada 
by Gilles Gratton and Marcel Custeau 


| 
27 The Enterprise Development Program (EDP) 


1A Capital investment projects in Canada 
Spotlight on the oil, gas, and electric power sectors listing projects in 
progress or in the final planning stages costing more than $10 million. 


24. Incentives to industry 
A list of federal and provincial business incentives available to both Cana- 
dian and non-Canadian investors. 


IAS. Books 


Storm Over the Multinationals: The Real /ssues is reviewed. Also a book 
list containing selections on international business, energy, corporations and 
the Canadian economy. 


30} Statistical tables 
Updated figures on FIRA cases including acquisitions and new businesses 
by industry sector and investor's country of origin. 
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News briefs 


THE ECONOMY 


Wage and price controls to be phased out 
in 1978 


The Canadian government has announced 
it will start phasing out its program of wage 
and price controls on April 1, 1978. This 
program, which was designed to combat 
inflation, was begun in October 1975. The 
measures included guidelines on wage and 
salary increases. They also limited profit 
margins and price increases for all companies 
with 500 or more employees. As part of its 
anti-inflation program the government also 
introduced a gradual slowing down of the 
growth in money supply and implemented 
restraints on government expenditures. 


In announcing the end of the program, 
Finance Minister Jean Chrétien said, ‘the 
controls on prices, wages and other incomes 
have contributed greatly to checking the 
inflationary spiral in our economy. But they 
should not be a permanent program because 
the government does not believe in excessive 
intervention in the marketplace. While 
controls cannot be removed immediately, 
phased decontrol will begin... two and one- 
half years after the program began. 


“The further period of control will enable 
us to make more progress in bringing down 
the rate of inflation and in reducing 
inflationary expectations. In the next few 
months we will amend the Anti-Inflation Act 
to ensure effective administration of controls 
during the period of transition and to 
minimize the risk of a bulge when controls 
come off. We will also proceed with 
establishment of an agency to monitor and 
report upon price and cost developments. 


“In the phased process of decontrol 
beginning next April 14, employees will be 
free of controls for their guideline years 
which start after that date. Business will be 
free of price and profit controls for their fiscal 
years which begin after that date.” 


Other policies and targets 


Mr. Chrétien also said the government 
plans to introduce a program of employment 
credits for private firms, and to continue to 
spend a total of $450 million for job creation. 
As part of the same announcement he said 
the government would extend by regulation 
for another year the fast write-off for anti- 
pollution equipment until 1980. 


He added, “for business generally, we are 
making progress in diminishing unnecessary 
regulation and filing of statistical forms. The 
need for efficiency and higher productivity is 
increasing as we move closer to the hard 
bargaining of the multilateral trade 
negotiations.” 


According to the Finance Minister, the 
government expects the economy to grow in 
real terms by 5% in 1978. ‘| do not want a 
temporary surge which cannot last and which 
will start the process of inflation all over 
again. But | do want sustained growth of 
between 5 and 6 per cent in order to bring 
unemployment steadily down.” 


“The expansion should be led by exports 
and business investment... Government 
spending should grow less rapidly, but 
consumer spending can and should grow in 
line with the economy as a whole. It is this 
growth, together with higher exports, which 
will create the demand for more capital 
investment.” 


The drop in the value of the Canadian 
dollar, Mr. Chrétien noted, “has helped in 
restoring our competitive position. But this is 
not a fundamental solution to our problems. 
A falling exchange rate pushes up many 
costs and prices in Canada. The answer must 
be found in getting the rate of inflation 
down...” 


BUSINESS 


Federal government program 
to improve business-government relations 


A federal government task force on 
Canada’s business climate — Enterprise ‘77 
— is developing a program to improve 
relations between the government and 
Canada’s business community. The 
Enterprise ‘77 program — started this spring 
by the federal Industry, Trade and Commerce 
Department — involved officers of the 
department visiting more than 5,000 
businesses across the country to learn about 
the problems and concerns of businessmen 
in Canada. 


The information gathered during these 
interviews is being analysed by the federal 
government to enable it to become more 
responsive to the needs and concerns of the 
business community. 


Having initiated Enterprise Canada ‘77 
while he was Minister of Industry, Trade and 
Commerce, Jean Chrétien set in motion the: 
wheels which would give a new momentum 
to the Industry, Trade and Commerce 
Department and saw to it that all other | 
government departments and agencies were. 
made aware of the criticisms levelled by the 
private sector. | 


A major complaint of Canadian 
businessmen was the Industry, Trade and | 
Commerce Department's apparent inability 
to effectively communicate news of its | 
programs and activities. | 


Mr. Chrétien's determination to establish) 
close links with the business community 
enjoys the full support of Jack H. Horner, 
who succeeded him as Minister of Industry, 
Trade and Commerce in September and by: 
Anthony Abbott, the new Minister of State: 
for Small Business who has endorsed the 10-) 
point plan for small business formulated by 
his predecessor, Len Marchand. 

Improved government services to business 
and more information on programs offered by 
all levels of government to help business are) 
planned. This was prompted by evidence — 
gathered by the task force which showed that 
businessmen in Canada tend to lack | 
knowledge on the range of assistance 
available to them through government. 


Part of the Enterprise ‘77 program also 
included seminars and conferences to bring 
together businessmen and government 
officials to discuss the full range of 
government programs and services with the 
view that these discussions will be mutually 
beneficial. 


New federal program 
to help small business 


A new federal program to help small 
business enterprises in Canada has been 
announced by the country’s new federal 
Minister of State for Small Business, 
Anthony Abbott. Mr. Abbott, 47, former 
Minister of Consumer and Corporate Affairs 
said the federal government plans to reduce 
the paperwork imposed on small businesse: 
by Statistics Canada and other federal 
government departments. He also plans to 
make information about government 
programs to assist businessmen more easil’ 
obtainable. | 
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gall firms together with larger ones through 
¢bcontracting, franchising, licensing, 
tshnology sharing and personnel exchanges. 
ir. Abbott has also proposed the 
ttablishment of venture development 
ntres to help small businesses obtain 
fancing and other services by bringing 
gether investors, entrepreneurs, 
chnological and government experts and 
evernment agencies. 


He also said he intends to work with Jack 
t Horner, federal Minister of Industry, Trade 
ed Commerce, to ensure all programs of 
tat department are made available to small 
“siness enterprises. Among Mr. Abbott's 
ner aims are co-ordination of existing 
‘grams among federal departments and 
eencies and the cutting out of duplication of 
vices between federal and provincial 
partments. 


i 


Canada has an estimated 600,000 small 
\sinesses. The federal government defines a 
gall business for the purposes of this 
‘ogram as one with 100 or fewer employees 
volved in manufacturing or an enterprise in 
ly other sector employing 50 or fewer. 


NNERGY 


lore land opened 
1 oil and gas exploration 


The Canadian government has ended its 
\oratorium on the issuance of oil and gas 
lases under its jurisdiction, thereby opening 
) more than 1,300 million acres of land in 
‘r northern and offshore areas to oil and 
atural gas exploration and development. 


These and other amendments to Canada’s 
land gas land regulations inaugurate a new 
‘stem for the exploration and development 
‘ oil and gas and are designed to provide 
icentives for industry to intensify the search 
‘r oll and gas in Canada’s frontier areas. 
cluded in the areas newly opened for 
(ploration are more than 600 million acres — 
cluding offshore areas — never before 
»vered by permit or lease, as well as about 
20 million acres once held under permits or 
ases which had not been re-issued. 


The amended regulations also provide 
yecial options for Petro-Canada, the federal 
‘Own corporation involved in oil and gas 


exploration and development, to obtain up to 
25% ownership in rights of exploration under 
certain specified circumstances. 


One of these Petro-Canada options is 
directly tied to the net Canadian equity 
represented by holders of lands in a particular 
category, and thus oil and gas companies are 
provided with an opportunity to meet the 
requirement of a minimum 35% Canadian 
ownership by increasing either the Petro- 
Canada or the private Canadian ownership. 
This is likely to afford Canadian companies a 
greater opportunity to become involved in the 
oil and gas exploration and development in 
frontier regions and is likely to increase 
Canadian ownership of oil and gas 
discovered and produced there. 


In a Memorandum of Understanding with 
premiers of the Maritime provinces, the 
federal government has agreed that the 
provincial governments of Canada’s Maritime 
provinces will be consulted when 
applications are made for new exploration 
rights in any offshore areas of the Maritime 
provinces — Nova Scotia, New Brunswick 
and Prince Edward Island. 


GOVERNMENT APPOINTMENTS 


Chrétien is Canada’s new Finance Minister 


Jean Chrétien, 43, is Canada’s new 
Minister of Finance. He was formerly 
Minister of Industry, Trade and Commerce 
and Minister responsible for administering 
the Foreign Investment Review Act. In his 
capacity as Canada’s Finance Minister, he is 
also Governor for Canada of the International 
Monetary Fund and the World Bank. Mr. 
Chrétien has previously served, too, as 
President of the Treasury Board, Minister of 
National Revenue and Minister of Indian and 
Northern Affairs. He has been a Member of 
Parliament since 1963. 


Horner new Industry Minister 


Jack H. Horner, 50, is Canada’s new 
federal Minister of Industry, Trade and 
Commerce. He is also Minister responsible 
for the Foreign Investment Review Act. 
Before his recent appointment, Mr. Horner 
was Minister of State Without Portfolio. 


He has held a seat in the House of 
Commons since 1958 and has served as 


chairman of the House of Commons 
Standing Committee on Transport and 
Communications and has also served on the 
standing committees on Agriculture and 
Banking and Finance. 


PROVINCIAL REGULATIONS 


Ontario’s development corporations 
lower interest rates to small businesses 


Loans to small businesses from three 
Ontario development corporations now carry 
lower interest rates and increased maximums 
— changes that are part of an effort to 
stimulate the province’s economic growth. 
The new rate obtainable from the Ontario 
Development Corporation and the Eastern 
Ontaric Development Corporation is 2% 
below their current lending rate — which is 
11% on loans up to $200,000 to businesses 
with fewer than 100 employees. The interest 
rates are subject to quarterly review. 


Jack H. Horner, Canada’s new Minister of Industry, Trade 


and Commerce. 
PHOTO: Matthews Studio 
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Maximum assistance available through all 
term loans is increased to $500,000 to equal 
the Ontario Business Incentive Loan 
maximum. The Ontario Venture Capital Loan 
Program, which assists in the introduction of 
new technology in industry, has been placed 
in the same category as incentive loans. This 
permits up to five years’ deferral of principal 
and/or interest payments. 


The corporations’ loans are available to 
secondary manufacturing industries, service 
industries in support of manufacturing and 
the tourist industry. Loans are not available 
to wholesale and retail businesses, resource 
industries or service industries which are not 
operating in support of manufacturing. The 
development corporations’ prime goal is to 
stimulate the economy, particularly in slow 
growth areas. Maximum loans to businesses 
in Metropolitan Toronto are therefore limited 
to $200,000. 


PROVINCIAL REGULATIONS 


Ontario abolishes 
some non-resident land taxes 


The government of Ontario now permits 
non-residents of the province to acquire — 
exempt from a 20% tax — land defined or 
used as farm land, recreational land or 
woodland. 


PIPELINE 


Alaska Highway route 
agreed upon by U.S. and Canada 


Canada and the United States have agreed 
on the Alaska Highway route through 
southern Yukon Territory for a pipeline to 
transmit Alaskan natural gas to U.S. markets. 
The project is the largest single private 
energy project in history. The pipeline from 
Alaska’s Artic gas fields would cross Alaska, 
follow the Alaska-Canada highway through 
Yukon and Alberta, then cross Saskatchewan 
to the United States. 


Rejected was the Mackenzie Valley route, 
backed by some of the major oil and gas 
producers because Canada’s National Energy 
Board said it presented greater hazards to the 
environment and to the native peoples of the 
northern regions. Also rejected was the “‘all- 
U.S.” El Paso route which would have 
involved the shipment of liquified gas from 
Alaska to U.S. ports. 


The joint statement on the pipeline route 
issued by Canada’s Prime Minister Pierre 
Trudeau and U.S. President Jimmy Carter 
said in part: “While providing Canada the 


opportunity to accelerate development of its 
gas reserves and providing for billions of 
dollars of additional investment in the 
Canadian economy this pipeline will 
stimulate the gas industry in Canada, and 
together with the early prospect of 
connecting new sources of supply, will 
generally enhance the availability of gas to 
meet market needs. 


“The potential to secure increased 
Canadian, as well as Alaskan supplies, and 
the magnitude of consumer savings that can 
be achieved by an all-pipeline route 
guarantee the superiority of this proposal. We 
have decided to embark together on this 
historic project which holds the promise of 
great benefits to both countries, and which 
confirms anew the strength of the ties that 
link us. ‘“[See also The giant Canada-US. 
pipeline — the Alaska Highway project 


p. 5.| 
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Map showing the proposed route for a pipeline to 
transmit natural gas from Alaska through Canada to the 
United States. 

MAP: Supply and Services Canada 


TRADE MISSIONS 


Two provincial premiers 
promote trade abroad 


The premiers of two provinces, British 
Columbia and Ontario, recently led trade and 
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investment missions abroad, one to Europe 
and the other to Japan. In both cases a 


primary objective of the mission was to 
promote a wider appreciation of investment 
opportunities and, meanwhile, to gain a 
better understanding of the needs and 
expectations of investors. This theme of 
industrial co-operation was extended when 
the federal Minister of Industry, Trade and 
Commerce, Jack H. Horner, visited Europe in 
November. 


Premier W.R. Bennett of British Columbia, 
accompanied by Evan Wolf, his Finance 
Minister, Don Phillips, his Minister for 
Economic Development, and senior officials, 
visited the United Kingdom, Belgium, France 
and Germany as well as the European 
Economic Commission and the Multinational 
Trade Negotiation delegation in Geneva. Ina 
series of discussions with commercial, 
financial and industrial leaders the mission 
outlined British Columbia's strategy for 
development, including its position on foreign 
investment, resource taxation, exchange of 
technology and upgrading of resources. 


Pointing out the wealth of natural 
resources available for development in British 
Columbia, Premier Bennett stressed the 
special advantages arising from its 
abundance of energy sources at a time 
when “the key to the establishment of 
processing or manufacturing facilities is a 
long-term supply of energy at predictable 
prices.” 


On the other side of the world, Premier 
William Davis of Ontario met top Japanese 
and Hong Kong industrialists in one phase of 
a 10-country investment mission being 
undertaken by Ontario Minister of Industry 


j 
| 
’ 
f 


j 
! 


and Tourism Claude Bennett. In many of the © 


countries visited, that mission joined forces 
with trade missions from various Ontario 
industry sectors to promote investment, 
industry and tourism. 


In Japan, where investment seminars and | 


other meetings provided an opportunity for 
the mission to assess the interests and 
concerns of investors as well as to clarify 
investment policy, Premier Davis noted 
encouraging prospects for Ontario. In 
particular, interviews between manufacturers 
and Ontario officials indicated a strong 
interest in joint ventures and licensing 
arrangements. Summing up his tour Mr. 


Davis said, ‘Although in many cases it will | 


take some time to see actual contracts 
signed, plants built or orders processed, we 
have opened new doors to understanding, 


co-operation and interest that can only have 


beneficial results in the long run.” 


i 
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[he giant 
-anada-U.S. 
pipeline 

— the Alaska 
Highway 
project 


iy Jeff Carruthers 


2 

é Carruthers is an energy correspondent for FP 
ications, which operates a chain of newspapers 
'ss Canada. 


As early as next year, a loose consortium 
of Canadian and American natural gas 
pipeline companies are to begin work on 
what is already being billed as the largest 
completely private capital project anywhere, 
anytime, in the world. The project is a natural 
gas pipeline system stretching more than 
5,000 miles [8,000 kilometers] from the 
frozen oil and gas field north of Alaska across 
western Canada and into western and central 
United States. The Alaska Highway pipeline 
project, as it is now called, will cost a 
minimum of $10 billion by the time it is to 
start operating in 1983. It could cost much 
more if costs get out of control, as some 
economists and environmentalists fear. 


To most Americans and Canadians, it is 
merely a big energy project — the latest in a 
string of increasingly expensive methods for 
tapping smaller and smaller incremental 
quantities of expensive energy during the 
dying days of what may be called by 
historians ‘the age of fossil fuels.” 


But to the governments of Canada and the 
United States, who during 1977 jointly 
studied and negotiated the project now being 
undertaken, the Alaska Highway pipeline 
project is many more things. It is first and 
foremost a great economic stimulus. 


In this pipeline project, the Canadian 
portion alone — the focus of this article — is 
to cost over $4 billion. It is expected to 
generate 100,000 man-years or more in 
direct and indirect employment — an 
important side benefit in an economy facing 
unemployment in excess of 8%. 


As a matter of corporate and government 
objectives, the Canadian portion of the 
project is to be controlled almost exclusively 
by Canadians and is to attain 85% or higher 
Canadian content in goods and services. 
Debt capital is to be sought, initially, only in 
Canadian and American capital markets. 
Preliminary financing forecasts for the project 
as a whole — based on the assumption that 
the project would not encounter maior, 
unexpected cost overruns — indicated that 
capital markets outside North America 
shouldn't have to be tapped. At all events, 
whatever happens on the debt side, the 
equity for the Canadian portion will be 
exclusively Canadian — at least that’s the 
goal. 


Financing could create problems 


The concern in some financial circles is that 
this financing plan could create problems for 
other government and private projects also 
seeking funding from the Canadian and U.S. 
capital markets at the same time. Even if the 
debt capital is raised entirely in the American 


market, there will be a dramatic increase in 
Canada’s foreign debt. However, the carrying 
of Alaska gas through the cross-Canada 
pipeline will provide U.S. dollars to service 
that debt and to pay it off over the lifetime of 
the project. 


The choice of the Alaska Highway project 
over the rival proposal for a Mackenzie Valley 
route is an important victory for the two 
western Canadian companies involved. 
Alberta Gas Trunk Line Co. Ltd. of Calgary 
and Westcoast Transmission Co. Ltd. of 
Vancouver are respectively the largest gas 
pipeline companies in Alberta and British 
Columbia and are two of the three largest gas 
pipeline companies operating in Canada. 
They operate in Canada’s conventional gas 
and oil treasurehouse and therefore depend 
on being able to continue moving gas to 
markets in order to keep their businesses 
alive and expanding. 


Even with recent successes in finding new 
gas reserves in Alberta and British Columbia 
in the past two years, the longer-term 
prospect is for conventional gas (and oil) 
production in western Canada to fall and for 
Canada to face domestic shortfalls sometime 
in the early to mid 1980s in markets 
traditionally served by domestic oil and 
gas — unless new sources are brought on- 
stream from frontier areas, mainly the north. 
For Alberta Gas Trunk, an important part of 
the victory associated with winning approval 
for the Alaska Highway pipeline project is the 
prospect that Alberta will be able to continue 
its key role in energy development, 
transmission and processing even as its 
resources dwindle, since frontier gas will now 
move through Alberta on the way to other 
markets in Canada and the United States. 


In many ways, the drive towards 
maximization of Canadian participation and 
content in the Canadian portion of the Alaska 
Highway pipeline project stems more from 
the corporate players than from the Canadian 
government, although the government has 
said it will be watching carefully over 
corporate shoulders throughout the tendering 
and construction phases. Also, it will reflect 
and extend western Canadian industrial 
development, focused in Alberta and British 
Columbia, rather than the more traditional 
development in the financial and industrial 
centres of central Canada. 


This huge pipeline project typifies the 
problems faced by advanced western nations 
as they scramble to develop the dwindling 
amounts of non-renewable petroleum 
resources and are forced to devote increasing 
amounts of capital and other valuable 
resources just to keep pace with society's 
energy hunger. 
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For the United States the pipeline will tap 
22-24 trillion cubic feet (TCF) of gas 
associated with the crude oil fields at 
Prudhoe Bay, along the northern coast of 
Alaska. Later, Canada will be attaching — at 
additional costs — its own, smaller gas 
reserves totalling 5.2 TCF in the Mackenzie 
Delta-Beaufort Sea region to the east. The 
Alaskan reserves would fill one year of the 
current U.S. gas demand; the Canadian 
reserves, roughly two years of current 
Canadian domestic gas demand. 


The United States will be paying for new 
pipeline facilities associated with the Alaska 
Highway pipeline project a sum greater than 
the value of all the gas pipeline facilities now 
in use in the United States. Canada will 
oversee the spending within its borders of 
more than $4 billion during a three to four 
year period — not including necessary 
expansions of existing pipelines within 
Canada — or about 10 times the current 
total of annual capital spending in the 
country’s entire pipeline industry. 


Two projects envisioned for Canada 


For Canada, there are really two projects 
envisioned: first, the cross-Canada mainline 
to carry Alaskan gas to markets in the lower 
48 states: second (probably three to five 
years later) construction of additional but 
smaller-diameter spur lines connecting the 
Mackenzie Delta gas reserves to the mainline 
in southern Yukon Territory. Under an 
agreement negotiated recently with the U.S. 
government, U.S. purchasers of Alaskan gas 
will pay for part of the spur lines (whenever 
needed by Canada) and will pay the cost of 
building a larger-capacity line through 
Canada to accommodate the later Canadian 
gas. 


The providing of this “option” for Canada 
to tap into the pipeline later — an option 
which doesn't have to be exercised if Canada 
later decides there are cheaper or better 
ways to get extra energy from the 
north — was considered essential to win 
broad public support in Canada for the cross- 
Canada Alaskan pipeline. 


The schedule, as now envisaged, would 
see final government approvals for the 
project being granted by the U.S. Congress 
and the Canadian Parliament late in 1977; 
necessary contracts to transport the Alaskan 
gas to U.S. consumers and to ensure 
implementation of the government-to- 
government agreement being signed by the 
pipeline consortium by early 1978; final 
design of the pipeline and preliminary 
financing being accomplished in 1979; and 
construction starting on southern sections as 
early as 1979, for completion and start-up of 
the whole system in 1983. At the same time, 
study and review of the Canadian spur lines 
would take place through 1979, with 
construction possibly beginning in 1983 with 
start-up in 1985. 
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Once the government approvals are all 
granted, the next major stumbling block the 
pipeline consortium in Canada will face will 
be the arranging of financing. 


The two governments, during their 
negotiations on the joint project, agreed that 
the pipeline should be and could be financed 
completely in the private sector. Many 
financial experts are skeptical but optimistic. 


According to the plan, as filed with 
regulatory agencies, Foothills Pipe Lines 
(Yukon) Ltd. (see sidebar on ‘’The Players’) 
would establish operating subsidiary 
companies responsible for different segments 
of the pipeline in Canada. 


A wholly owned subsidiary would be 
responsible for the crucial section through 
southern Yukon, where no other major 
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pipeline has ever been built and where major 
technical problems associated with frozen 
and partially frozen ground are expected. 
Four other subsidiaries, 51% controlled by 
Foothills Yukon and 49% controlled by a local 
pipeline member, would be established to 
raise the debt and build and operate pipeline 
segments in British Columbia, Alberta and 
Saskatchewan (see sidebar on “The 
Players’). The U.S. partners, led by 
Northwest Pipeline Corp. of Salt Lake City, 
would be exclusively responsible for 
financing, building and operating the trans- 
Alaska portion and the connecting pipelines 
in the lower 48 states of the United States. 


As previously mentioned, the Foothills 
consortium (which is responsible for the 
Canadian portions of the pipeline) plans to 
have all the equity controlled by Canadians. 
As proposed, the project would be financed 
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‘py companies established solely for this one 
oroject. The companies would therefore be 
acking in any sources of income until the 
dipeline starts operating. The debt-to-equity 
‘atio would be 75-25, with the equity portion 
‘pre-committed” to show prospective 
nvestors in the debt that the equity would be 
at risk and would not fall below the 25% level 
during construction. The initial corporate 
»ackers would also absorb up to 30% of the 
ost overruns, if this should prove necessary. 


| 


incentives to restrain cost overruns 


» Several incentives are built into the 
2anada-U.S. pipeline agreement to keep cost 
overruns below 35%, including a U.S. 
)yromise to pay the full “cost of service” 
— construction, operation, and debt 
servicing — on a $440 million spur pipeline 
rom the mainline at Whitehorse, Yukon 
Territory, to Dawson, 350 miles [536 
«ilometers] away in Yukon Territory and half 
way to the Mackenzie Delta gas reserves. 
The return on equity of the corporate backers 
will also be tied to their success at 
Minimizing cost overruns. 


According to Foothills executives, the debt 
dortion of the project financing will consist of 
ong-term debt (all first mortgage bonds, 
nost of which would be offered for sale in 
the U.S. capital markets) and short-term bank 
loans from Canadian and U.S. banks. No 
insecured debts would be offered, in part 
»ecause the consortium expects to be able to 
obtain lower interest rates from major 
Nstitutions (insurance companies and 
dension funds, for example) on secured long- 
‘erm debt. 


Estimates filed with the National Energy 
30ard — the regulatory agency in Canada 
‘esponsible for such pipeline projects — 
ndicate that Canadian banks would 
ye tapped for approximately $1.2 
dillion, most of it being drawn upon in 1981. 
Another $800 million would be offered in 
ong-term debt in the Canadian market, again 
nostly in 1980 and 1981. U.S. long-term 
debt offerings would involve about $1.6 
dillion, with some of it offered as early as 
1979, but with the highest concentration in 
1981. Total debt, including provision for 
some cost escalations, would be about $3.6 
villion. The figures assume a one- year delay 
nM actual financing, compared with that 
issumed in the National Energy Board’s 
eport, and are based on use of only a 48- 
nch-diameter pipeline. Capital costs for a 
)4-inch-diameter pipeline would be roughly 
10% higher. 

Plans for issuance of preferred shares, as 
dart of the equity, to U.S. companies using 
‘he pipeline have been dropped — in part 
yeCause the Canadian consortium doesn't 
eel it needs the U.S. equity and in part 
decause the U.S. companies will have to find 
2quity for the U.S. portions of the project (in 
Alaska and the lower 48 states). Similarly, a 


planned issuance of up to $285 million in 
preferred stock in the Canadian market, as 
part of the equity, has also been dropped as a 
result of the corporate restructuring which 
the National Energy Board required for the 
project. But consortium executives say they 
are contemplating a possible public share 
offering of perhaps $60 million, either by the 
parent Foothills Yukon company (which will 
have a 51% equity interest in all the Canadian 
pipeline operating subsidiaries in the south 
and 100% in the two Yukon subsidiary 
companies) or by the subsidiary companies 
responsible for the Yukon portions of the 
pipeline. 


Total equity would approach $950 
million 


In either case, the share offering would be 
made only in Canada and might be made first 
to residents of Yukon Territory (who will be 
disturbed most by the pipeline), including 
native groups there. Total equity, pre- 
committed but invested throughout the 
construction period, would approach $950 
million, including provision for cost overruns, 
according to the preliminary financing plan 
filed with the National Energy Board. A more 
precise and final financing plan is scheduled 
to be developed early in 1979. 


The benefits to accrue from the project will 
be of two kinds: additional energy supplies, 
first to the United States, then later to 
Canada when Mackenzie Delta gas is 
connected; and economic, both direct and 
indirect, resulting from such a large capital 
project. 


For Canada, the initial energy benefits will 
be small: some Alaskan gas will be made 
available to remote communities along the 
pipeline route in Yukon, northern British 
Columbia and northern Aiberta. This amount 
of gas will be replaced by Alberta gas before 
the pipeline crosses into the United States. 
Later, when the still-small Mackenzie Delta 
gas reserves are added (at throughputs of 
probably 700 million to 1 billion cubic feet a 
day), the tight gas supply situation in Eastern 
Canada will be relieved, if only temporarily. 


In terms of economic benefits from the 
pipeline project, the one given the highest 
billing by the Canadian government is the 
increase in the number of jobs. Government 
experts estimate that the modified pipeline 
project negotiated with the United States 
should produce nearly 100,000 man-years of 
employment, both direct and indirect 
(including the impact of the eventual spur line 
connections to Canada’s own northern gas). 
Of this total, approximately 28,600 man- 
years would be in construction, 40,500 in 
manufacturing, and more than 31,000 man- 
years created as a result of indirect activities 
induced by pipeline spending. 


Obviously, pipeline construction 
companies in western Canada will be prime 
beneficiaries of the corporate and 


government intention to use Canadians, as 
will the many Canadian-based engineering 
and consulting firms, which will be needed to 
undertake what the pipeline companies will 
not be able to handle even with their 
expanding staffs. 


Steel industry to benefit 
from pipeline project 


The Canadian steel industry will be 
another major beneficiary. Unlike the rival 
Mackenzie Valley pipeline, which would have 
used large quantities of steel pipe from the 
United States and Germany (partly because 
of Canada’s limited capability to produce the 
special thick-walled 48-inch pipe proposed for 
that project), the Alaska Highway pipeline 
project plans to have all the pipe for the 
Canadian portion — some 1.33 million tons 
of steel, worth almost $1 billion — 
manufactured in Canada. Two companies, 
the Steel Co. of Canada Ltd. of Toronto and 
Interprovincial Steel and Pipe Co. Ltd. of 
Regina, have sufficient combined capacity to 
make both the low-pressure 48-inch- 
diameter and the low-pressure 54-inch- 
diameter pipe, whichever is ultimately 
selected. 


While Canada doesn’t have any Canadian- 
owned suppliers of gas compressor 
equipment, Foothills Yukon has indicated it is 
leaning towards using equipment from 
Westinghouse Canada Ltd., which has 
designed and would build in Canada a large 
compressor and which has been given 
exclusive export marketing rights for the 
compressor by its U.S. parent. The 
compression equipment would be the second 
most valuable capital purchase associated 
with the project. 


Foothills Yukon expects to attain 90% 
Canadian content in purchases of valves and 
fittings, and hopes to entice some companies 
(including Grove Valve of California, a wholly- 
owned subsidiary of Alberta Gas Trunk) to 
establish new manufacturing facilities in 
Canada as a consequence of obtaining 
business for the pipeline. However, given the 
emphasis on Canadian content, businesses 
already established in Canada will probably 
have the inside track when the project looks 
for help. 


In construction equipment, the target for 
Canadian content is less than 70%, since the 
volume of equipment for the project wouldn't 
be sufficient to warrant establishment of new 
lines of equipment production in Canada. But 
adaptation of existing foreign equipment for 
use in the Arctic would increase Canadian 
content. 


Both the Canadian government and 
Foothills Yukon indicated they would try to 
obtain offset arrangements with foreign 
suppliers as a way of increasing indirect 
Canadian content in the project. Offsets 
might include agreements with foreign 
suppliers to use more Canadian parts in 
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future sales unrelated to the pipeline project. 


It is expected that the direct and indirect 
demands generated by the project will pick 
up the current slack in the Canadian 
economy, rather than overload it. For 
instance, by the time pipeline construction 
starts in 1979 and 1980, work on several 
major petrochemical and oil sands plants in 
western Canada will be finished and the 
labour forces and other resources will have 
been made available for the project. 


During the public debate on the Alaska 
Highway pipeline, the project was often 
likened to the Canadian Pacific Railway, 
which, during the last century, brought the 
Canadian confederation together with a 
transportation and communication link from 
east to west. The pipeline promises to bring 
Canada’s north into closer proximity with the 
developed — and resource-hungry — south. 


i < 
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Coating and wrapping pipe for protection against corrosion 
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Construction of 42” pipe west of Sundre, Alberta 


Technical details of the pipeline project 


The proposed $10-billion Alaska Highway 
natural gas pipeline will extend 2,754 miles 
[4,405 kilometers] from Prudhoe Bay, on the 
north slope of Alaska, through Alaska and 
along the Alaska-Canada highway through 
southern Yukon Territory and northern British 
Columbia, across Alberta, and then in two 
legs to the U.S. border and the connecting 
pipelines in the lower 48 states. 


Initially planned as a 48-inch-diameter, 
buried pipeline operating at a pressure of 
1,260 pounds per square inch all the way to 
the bifurcation point in central Alberta, the 
project now will be overbuilt from a capacity 
standpoint from Whitehorse in southern 
Yukon into Alberta. This is likely to be 
accomplished by using 54-inch-diameter 


pipe, operating at pressure of about 1,120 
pounds per square inch, so that maximum 
throughput on the northern half of the 
Canadian section is boosted to about 3.8 
billion cubic feet (BCF) a day from about 3.2 
BCF a day. The overcapacity was agreed to in 
government-to-government negotiations 
between Canada and the United States, so 
that Canadian northern gas could later be 
connected to the pipeline at Whitehorse and 
be transported without costly looping (that is, 
physical expansion) of the pipeline system. 


Initially, the pipeline system will carry only 
Alaskan gas to markets in the lower 48 
states at a throughput of about 2.2-2.4 BCF 
a day. The overbuilding of the pipeline will 
reserve more than 1 BCF a day for Canadian 
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if and when that is connected. The 
skan gas is scheduled to start flowing 

y in 1983, on the assumption that 
struction on the northern legs in the 

on and Alaska gets started early in 1981. 
thern portions of the pipeline are likely to 
jre-built, starting in 1978 or 1979, to 
w accelerated exports of Alberta gas (in 
years before Alaskan gas deliveries 

in), perhaps at levels of 800 million cubic 
-a day, in exchange for later swaps of 
3kan gas to supply Canadian markets. The 
building of facilities in the more 

itional southern areas should help reduce 
negative impacts of inflation for the 
-all project and help the pipeline 
sortium perfect new pipelining techniques 
the tricky Yukon and Alaska sections. 


} 


The “players” in the pipeline game 


The Alaska Highway gas pipeline 
consortium was originally the brainchild of 
two Canadian gas pipeline companies, The 
Alberta Gas Trunk Line Co. Ltd. of Calgary 
and Westcoast Transmission Co. Ltd. of 
Vancouver. Since it was designed to initially 
transport U.S. gas from Alaska to markets in 
the lower 48 states, a U.S. partner was 
recruited, Northwest Pipeline Corp. of Salt 
Lake City, Utah. 


The two Canadian partners originally 
formed Foothills Pipelines Ltd. to promote an 
all-Canadian gas pipeline and at first 
proposed a route along the Mackenzie River 
Valley. Alberta Gas Trunk held 70% of the 
shares and Westcoast 30%. Subsequently, a 
wholly owned subsidiary, Foothills Pipe Lines 
(Yukon) Ltd. was established to handle the 
Alaska Highway project through the Yukon. 
Then, when the Canadian government gave 
initial approval to the Alaska Highway 
pipeline (rejecting the Canada-U.S. and the 
all-Canadian Mackenzie Valley pipeline 
projects), Foothills Yukon was reorganized to 
become the lead company responsible for the 
Canadian portion of the Alaska Highway 
pipeline project, and Northwest Pipeline took 
on the responsibility for organizing the 
Alaskan portion and the connecting facilities, 
new and expanded, in the United States. 


At present, Foothills Yukon is 40% owned 
by Alberta Gas Trunk and 40% by Westcoast 
Transmission, with consideration being given 
to a later public share offering to reduce the 
respective corporate shares as much as 
possible, though not lower than 33% for each 
company. TransCanada PipeLines Ltd. of 
Toronto, a supporter of the competing 
Mackenzie Valley pipeline project to tap both 
Alaskan and Mackenzie Delta gas, joined the 
Alaska Highway pipeline project and is to 
take up a 20% equity interest in Foothills 
Yukon. 


The three Canadian corporate members of 
Foothills Yukon are the country’s three 
largest gas pipeline transmission companies. 
Westcoast, with $757 million in gross plant 
assets at the end of 1976, operates the main 
gathering and transmission facilities for gas 
in British Columbia. Alberta Gas Trunk, with 
$863 million in gross plant assets (including 
a growing diversified investment in 
petrochemicals and pipeline-related 
manufacturing sectors), operates the main 
gathering and transmission facilities for gas 
in Alberta, Canada’s largest producer of oil 
and gas. TransCanada, with gross assets of 
$1.6 billion, operates the large-diameter 
transmission system carrying gas from 
Alberta into markets in central and eastern 
Canada, as far east as Montreal. 
TransCanada and Alberta Gas Trunk are 
vying for the right to extend Canada’s gas 
transmission facilities into Quebec province 
and to the Maritimes. 


As it is now planned, Foothills Yukon will 
own and operate the main pipeline in the 
southern Yukon, stretching some 513 miles 
[820 kilometers] from the Alaska border to 
the British Columbia border. 


Foothills Yukon will own 51% in subsidiary 
companies to be established to build the 
various sections in southern Canada, but 
actual construction and operation of each 
segment will be by the other owner of the 
subsidiary, the local transmission company. 
For example, in northeastern British 
Columbia, Westcoast will have the remaining 
49% interest in the local subsidiary and will 
be responsible for overseeing the 439 miles 
{700 kilometers] of large-diameter pipe 
there. In Aiberta, Alberta Gas Trunk will have 
the 49% interest in the local subsidiary and 
be responsible for operating and managing 
some 630 miles [1,010 kilometers] of large- 
diameter pipe. And in Saskatchewan, 
TransCanada will be the active partner 
overseeing 160 miles [255 kilometers] of 
pipe to the U.S. border. 


For the 105-mile [170-kilometer]| leg 
through southeastern British Columbia, to 
connect with pipelines going to California, 
Alberta Natural Gas Co. Ltd. (ANG) will be 
the active partner in the local subsidiary and 
will expand its existing pipeline there. ANG 
currently has gross assets in service of $75 
million. 


The major Canadian multinational oil 
companies with gas reserves in the western 
Canadian Arctic — Imperial Oil Ltd. (the 
Canadian Exxon subsidiary), Shell Canada 
Ltd., and Gulf Oil Canada Ltd. — had backed 
the rival Mackenzie Valley pipeline project 
and have been effectively shut out from 
equity participation in the Canadian portion 
of the Alaska Highway pipeline project. The 
two original backers of Foothills — Alberta 
Gas Trunk and Westcoast — want to keep 
equity control in Foothills Yukon in the hands 
of Canadian-owned companies. 


On the U.S. side, Northwest (operator of a 
regional gas transmission system in 
northwestern United States) has recently 
been joined by the major U.S. backers of the 
rival Mackenzie Valley pipeline project: 
Columbia Gas Transmission Corp., Michigan 
Wisconsin Pipe Line Co., Natural Gas 
Pipeline of America, Northern Natural Gas 
Co., Pacific Gas Transmission Co., Pacific 
Lighting Gas Development Co., Panhandle 
Eastern Pipeline Co., and Texas Eastern 
Transmission Corp. 


The U.S. participants will be responsible 
for the 731 miles [1,170 kilometers] of 
pipeline in Alaska, and all of them would like 
to receive some of the Alaskan gas for their 


own distribution systems in the lower 48 
states. 
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Upturn 
in capital spending 
and FIRA cases 


by Edward M. Cape 


Edward M. Cape is an economist with the Research and 
Analysis Branch of the Foreigh Investment Review 
Agency and an editorial advisor to the Foreign 
Investment REVIEW. The views and forecasts expressed 
in this article are his own responsibility and do not 
necessarily reflect the views of the Foreign Investment 
Review Agency or the Government of Canada. 


It now seems almost certain that the 
upturn in business capital spending in 
Canada, which began in the fourth quarter of 
1976 (see Chart 1), will continue through 
1977 and into 1978 — and may well 
accelerate. So far, from the third quarter of 
1976 to the second quarter of 1977, the rate 
of advance has been moderately strong — 2% 
per quarter in ‘‘real’’ terms, equivalent to an 
annual rate of 8%. 


. trends in FIRA cases may 
possibly prove... to be sensitive 
indicators... of trends in capital 
spending 


Meanwhile, new applications for review 
under the Foreign Investment Review Act 
(FIRA) have shown a much sharper upturn 
(see Chart 2). Acquisition cases soared from 
less than 10 per month in the first quarter of 
1976 to almost 30 per month in the third 
quarter of 1977. New business cases, which 
had levelled off at about 20 per month in late 
1976 and early 1977, also soared to about 
30 per month in the second and third 
quarters of 1977. 


There has not yet been enough experience 
of trends in FIRA cases to warrant any firm 
conclusions about the extent to which they 
may reflect — or indeed forecast — trends in 
business capital spending. Acquisitions of 
Canadian businesses by non-Canadians 
became subject to the Foreign Investment 
Review Act on April 9, 1974. Since then, the 
trend in acquisition applications has been, on 
the whole, upward; the annual figures for the 
three years 1974-76 were 102, 166, and 
171. But there was what appeared to be a 
“cyclical” slump and recovery in 1975-76. 


Historical evidence suggests that foreign 
acquisition activity in Canada is likely to 
show ‘‘cycles’” which roughly coincide with 
those of capital spending and overall 
business activity. Since the Second World 
War, at any rate, foreign acquisition activity 
in Canada has usually, though not always, 
displayed a cyclical pattern similar to that of 
general business activity. The correlation has 
been greater in timing than in amplitude. 
(See G.A. Edwards, “Historical Perspective 
on Acquisition Trends”, Foreign Investment 
REVIEW, Autumn 1977; and same author, 
Foreign Acquisition Activity in Canada: A 
Long-Term Perspective, FIRA Paper No. 1, 
February 1977.) 


The establishment of new businesses (as 
distinct from the acquisition of existing 
businesses) by non-Canadians became 
subject to review under the Foreign 
investment Review Act on October 15, 
1975. But investors were well aware many 
months earlier that the provisions for review 
of new businesses would eventually come 
into effect, and the date of their coming into 


effect was announced July 18, 1975. There 
is therefore every likelihood that many 
investors, prior to October 15th, speeded up 
their plans to establish new business — and 
that in consequence the number of FIRA new 
business cases was abnormally low for at 
least half a year after October 15, 1975. But 
the number was rising quite rapidly towards 
more-normal levels. 


The flattening out of the trend in FIRA new 
business cases in late 1976 and early 1977, 
at about 20 per month, followed by sharply 
higher levels of about 30 per month in the 
second and third quarters of 1977, seems to 
suggest a ‘‘cyclical”” pattern and one which 
roughly coincides in timing with that of 
business capital spending. Further experience 
with trends in FIRA cases may possibly prove 
them — particularly the new business 
cases — to be sensitive indicators, perhaps 
forecasting indicators, of trends in capital 
spending. They may also prove to be 
indicators of trends in the confidence that 
foreign investors feel towards Canada as a 
place to invest. 


... applications for review under the 
Foreign Investment Review Act 
(FIRA) have shown a much sharper 
upturn 


We should not, of course, read too much 
as yet into the sharpness of the upturn in 
FIRA new business cases as an intimation of 
impending strength in capital spending. 
Neither, however, should we rule out the 
possibility that a meaningful signal has been 
flashed regarding prospective strength in 
business capital spending. 


What are some of the other factors in the 
outlook for business capital spending? 


The Conference Board in Canada, one of 
the most respected forecasting groups in the 
country, expects ‘real’’ business spending to 
rise 7% between the second quarter of 1977 
and the second quarter of 1978. This would 
be roughly the rate of increase that has 
occurred since the current uptrend began. 
The projected 7% increase is expected to be 
made up of a 10% increase in machinery and 
equipment outlays and a 4% increase in non- 
residential construction. 


Most other economic forecasters in 
Canada are expecting smaller increases than 
the Conference Board. But a few economists, 
including this writer, expect larger increases. 


The Canadian Government's mid-1977 
survey of capital spending intentions 
indicated that business enterprises planned 
to spend 13.3% more in current dollars in 
1977 than they spent in 1976. If these 
reported plans are taken at face value, and if 
account is taken of evidence that the 
inflation rate for capital goods is unlikely to 
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xceed 7.5% in 1977 as a whole, the 
MNplication is that the year-over-year 
icrease in business capital spending will be 
bout 6% in real terms. 


In view of what the national income and 
xpenditure accounts show to have already 
ccured in the first half of 1977, the 
Nplication of a 6% increase for the full year 
ver 1976 is that business capital spending 
1 real terms will be 7.7% higher in the 
econd half than in the first half of 
977 — equivalent to an annual rate of 
\crease of over 15%. 


A few of the cautionary factors in the 
utlook ought to be noted — though not 


CHART 2 


NUMBER 
OF NEW FIRA CASES 
(monthly average per quarter) 


Reviewable new business 
* 
cases 


Reviewable 
acquisition cases 


1975 1976 1977 
Provisions for review of new businesses 


came into force October 15, 1975. 
Source: Foreign Investment Review Agency. 


necessarily given great weight. 


Some businessmen may have been 
building into their statements of intended 
capital spending a higher assumption about 
the inflation rate than is warranted by current 
evidence. That is, if businessmen were 
assuming an inflation rate of, say, 9% in 
capital goods, their statements of intentions 
to increase current dollar spending by 13.3% 
(as reported) would have meant they were 
intending to increase “‘real’’ outlays by about 
4.5%. It is difficult to see how businessmen 
could have been assuming anything more 
than a 9% inflation rate in capital goods when 
the actual rate during the first half of 1977 
was averaging less than 7%. In any event, 


even a ‘mere’ 4.5% increase in real spending 
for the full year 1977 over 1976 would mean 
that the second-half figure would have to be 
about 6% higher than that for the first half of 
1977 — an advance at an annual rate of 
about 12%. 


Secondly, excess capacity exists in some 
industries and this, according to some 
analysts, makes a significant capital spending 
upturn unlikely. The same type of argument 
has been made during every recession; yet 
every upturn in capital spending has begun 
and has gathered momentum during a period 
of considerable excess capacity. In the third 
quarter of 1977, according to government 


Undistributed profits... averaged 
17% higher in the first half of 1977 
than in the last half of 1976 


estimates, Canadian industry was operating 
at 83% of capacity, with the ratio somewhat 
higher in manufacturing and somewhat lower 
in mining. However, as best as could be 
determined, only about one-third of all 
business firms were actually operating 
significantly below capacity; fully two-thirds 
of all firms were operating at, or only slightly 
below, capacity. Another source of evidence, 
a Conference Board survey in September, 
indicates that only 28% of respondents felt 
that excess productive capacity was a factor 
inhibiting their company’s capital spending. 


Thirdly, there are questions about the 
amount and quality of corporate profits. 
Undistributed profits, adjusted for seasonal 
factors, averaged 17% higher in the first half 
of 1977 than in the last half of 1976. But 
much of this sharp increase was due to 
inventory profits resulting from the decline in 
the Canadian dollar. Other doubts about the 
quality of profits are the well-known ones 
related to the absence of adequate inflation- 
accounting. At any rate, most analysts expect 
the uptrend in profits to continue, but to be 
moderate. The Conference Board, for 


A profit increase of about 20% in 
1978 would seem to be well within 
range 


instance, forecasts a profit increase of 11.2% 
in 1978 over 1977 — a rather small increase 
in “real” terms. 


This may not be entirely consistent with a 
set of business opinions reported by the 
Conference Board in September. The survey 
question enquired about “‘the expected 
financial position of their firms in six months 
time’: 54% of respondents expected an 
improvement in their company’s financial 
position, 44% expected no change, and 2% 
expected a deterioration. This would seem to 
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intimate a larger increase in overall profits 
than the Conference Board is forecasting. 


This writer expects a much larger profit 
increase than 11% in 1978 — something 
more in the order of 20%. Most forecasts of 
Canada’s total output of goods and services 
(GNP) expect it to be up in 1978 by about 5% 
in real terms. Since little or no real growth is 
expected in output of government and 
community services, output of the 
commercial sector is likely to be up more 
than 5% — say 7%. A 7% volume increase 
coupled with, say, a 7% price increase would 
mean a 14% value increase in the 
commercial sector's output. Profit is likely to 
increase more than value of output, 
especially during the early stages of a 
recovery, when underutilized capacity is 
being employed more effectively and 
productivity gains are relatively large. A profit 
increase of about 20% in 1978 would seem 
to be well within range. An increase of this 
size would probably not, in these 
circumstances, exceed the profit guidelines 
of the Anti-Inflation Board, which generally 
allows profit increases related to production 
and productivity gains. 


The budget was conceived as 
essentially a stimulus to business 
activity... 


Although high profits (and cash flows) 
have historically proved to be the strongest of 
the supports to higher business capital 
spending, inadequate profits too may 
sometimes spur some business firms to 
invest more — as a necessary route to higher 
earnings. As well, a good deal of capital 
spending in Canada is related to the need to 
develop new supplies of natural resources, 
and this need is not closely related to short- 
term trends in profits. 


Retained profits are, of course, only part of 
the cash flows available to business firms for 
capital spending. The federal budget of 
March 31, 1977, was designed to inject 
some $800 million into business cash flows 
and some $400 million into other tax 
relief — and to have its main impact in the 
second half of the year. The budget was 
conceived as essentially a stimulus to 
business activity, and there is every reason to 
expect that the intended impact will occur, 
more or less on schedule. 


A fourth cautionary consideration is the 
fact that many of the investments planned 
are for ‘frontier’ and ‘‘start-up’ situations. 
This raises questions about how likely they 
are to proceed on schedule. Frontier and 
Start-up projects are notoriously liable, 
despite the best-laid plans, to encounter 
problems and delays. But delays rarely result 
in cancellation; the spending trend is 
correspondingly increased at a later stage. 


One of the brighter signs in the outlook for 
business capital spending is the breadth of 
the increases that seem to be in prospect. 
The planned increases for 1977, as indicated 
in the mid-year review, are 26% for oil and 
gas, 18% for mining, and 18% for utilities. 
Most heartening of all are the indications of 
recovery — and breadth of recovery — in 
manufacturing expenditures. 


Capital outlays in chemicals and paper, 
which have been strong for several years, 
continue to show strength, with planned 
increases of almost 21% in each of these 
industries for 1977. But “all other” 


Most heartening of all are the 
indications of recovery... in 
manufacturing expenditures 


manufacturing, where ‘‘real’’ outlays declined 
in the past two years, also shows an average 
prospective increase of almost 21% in current 
dollars. Among the notable planned increases 
for 1977 are those for transportation 
equipment (85%), tobacco products (50%), 
primary metals (25%), food and beverages 
(24%), and machinery (21%). 


There is another encouraging factor in the 
capital spending outlook. Two successive 
government surveys of business spending 
intentions showed that businessmen revised 
their plans for 1977 upward by 2% in May- 
June 1977 over November-December 1976. 


MID-1977 INDICATIONS OF 


CAPITAL SPENDING 


Meanwhile, surveys of opinions by the 
Conference Board have shown that 
businessmen in Canada have been growing 
more optimistic about a moderation of 
inflation. In other words, businessmen may 
be revising their spending plans upward in 
real terms. 


‘A third encouraging consideration is that 
any uptrend in capital spending is itself a 
stimulus to further increases. As 
businessmen become increasingly assured 
that the uptrend is firmly established and 
likely to continue, they undertake 
expenditures which they may not have 
planned to undertake so soon. 


A fourth encouraging factor, and a very 
important one, is the firmness and 
smoothness of the U.S. business recovery. 
These characteristics of the U.S. recovery 
promise to make it also a relatively long one. 
For most Canadian exporters, the strength of 
the U.S. economy far outweighs in 
importance the weakness of some overseas 
economies. It also augurs well for a recovery 
of those economies. 


All in all, while the spending uptrend 
implied in the surveys of intentions may 
perhaps not materialize precisely as 
scheduled, the rate of advance will almost 
certainly exceed, sooner or later, anything 
indicated in recent surveys and most 
forecasts. It would not be surprising, at least 
to this writer, to see business capital 
spending in Canada increasing, before long, 
at a fairly strong pace of about 3% per 
quarter, or 12% a year, in real terms. 


INCREASES 1976-77 


Business enterprises (including 


Percent revision from 
preliminary estimate 
to mid-year estimate 


Percent increase, 
1976 actual to 
mid-77 estimate 


government-owned businesses) 13.3 2.0 
Manufacturing 20.5 4.5 
Pulp and paper 20.8 0.6 
Chemicals 21.1 ie 
Other manufacturing 20.3 685 
Petroleum and gas ANS), | 4.1 
Mining 18.1 et 
Utilities 17.8 0.6 
Electrical power 26.1 ZS 
Telephone and telegraph 9:3 -1.8 
Other utilities 8.3 =e" 
Housing and social capital 
Housing 0), 4.7 
Institutions (schools 
and hospitals, etc.) -0.7 -1.3 
Government departments 
Federal 48 -1.9 
Provincial Gh.te) -4.1 
Municipal 20.5 7at 
Total private and public 10.5 2.3 


Source: Statistics Canada, Private and Public Investment in Canada, Mid-Year Review 1977. 
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Regional economic 
Jevelopment — 
a Canadian priority 


his article was prepared for Foreign Investment 
’"EVIEW by the Program Analysis and Liaison Division of 
he Department of Regional Economic Expansion. 


One of the traditional principles of 
federalism in Canada has been that the 
economic strength of the nation should be 
used to strengthen the less economically 
prosperous regions of the country. In 1969, 
the Department of Regional Economic 
Expansion (DREE) was established to 
channel and direct federal government efforts 
to this end. 


Industrial development is a key 
element in Canada’s regional 
development strategy 


The primary aim of DREE is to ensure that 
development opportunities existing in 
Canada’s slow growth regions are effectively 
pursued so as to improve employment and 
general economic conditions. Industrial 
development is a key element in Canada’s 
regional development strategy. More 
investment in industry in the slower growth 
regions is an essential ingredient in 
developing or expanding economic activity. 
The federal government is doing this through 
direct incentives in the form of grants to 
private investors and by improving the local 
infrastructure — including industrial parks 
and related supportive services — in order to 
offset locational disadvantages. 


The principal mechanisms by which 


regional development policies are 
pursued in Canada include the 
General Development Agreement 
and the Regional Development 
Incentives Program 


The principal mechanisms by which 
regional development policies are pursued in 
Canada include the General Development 
Agreement (GDA) and the Regional 
Development Incentives Program (RDIP). 
From the investor's standpoint, both 
mechanisms are of interest because they can 
provide assistance, either directly or 
indirectly, for private: investment. 


The General Development Agreement 
(GDA) approach evolved as a DREE 
mechanism during a departmental policy 
review in 1973 and 1974. In that review it 
was recognized that each region of 
Canada — indeed each province — has its 
unique set of economic and social 
circumstances and development 
opportunities. Special measures, devised in 
relation to each province and circumstance, 
has been the government's approach to 
tackling these challenges. 


A General Development Agreement has 
been signed between the federal government 
and each Canadian province except Prince 


Edward Island, where a similar type 
comprehensive development agreement has 
been in effect since 1969. Specifically, each 
GDA gives a statement of mutually agreed 
upon federal-provincial objectives and sets 
out a broad strategy on the basis of an 
analysis of the province’s socio-economic 
circumstances. The agreement also outlines 
guidelines and criteria for the implementation 
of the strategy through the signing of 
subsequent subsidiary agreements, which 
define specific development opportunities. 


To date, more than 70 subsidiary 
agreements have been signed under the GDA 
mechanism. These agreements call for a 
commitment of over $2.3 billion of public 
funds, of which the federal government's 
share is more than $1.4 billion. 


The wide range of activities under the 
GDA framework is a direct reflection of the 
diversity of the economic circumstances and 
opportunities in Canada. The inherent 
flexibility of the GDA approach is well 
illustrated by the diversity in the nature of the 
subsidiary agreements signed to date. Some 
deal with development opportunities in a 
given sector, such as the forestry agreements 
in New Brunswick and Newfoundland or 
cover wide geographic areas, such as with 
the northlands agreements in Ontario and the 
Western provinces — Manitoba, 
Saskatchewan, Alberta — or address a 
particular industrial initiative, such as the 
steel-related agreements with Quebec and 
Saskatchewan. 


While the direct creation of jobs in areas of 
high unemployment is and must remain an 
important DREE goal, subsidiary 
agreements seek to go beyond such 
immediate issues. They tend to address 
themselves to removing impediments to self- 
sustainable economic growth, while taking 
advantage of unexploited economic 
opportunities. 


Another area of significant progress under 
the GDA framework has been the ongoing 
process of communication, co-operation and 
co-ordination which has developed between 
DREE and other government departments at 
both the provincial and federal levels. 


More investment in industry in the 
slower growth regions is an 
essential ingredient in developing 
or expanding economic activity 


A vital adjunct to the General 
Development Agreement is the Regional 
Development Incentives Program which is 
designed to stimulate increased 
manufacturing investment and employment 
in the slow-growth regions of Canada. 

The program is applicable in all of 
Newfoundland, Nova Scotia, New 
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Brunswick, Prince Edward Island, Manitoba 
and Saskatchewan, most of Quebec, as well 
as in portions of Alberta, British Columbia 
and Ontario. 


i 


Financial incentives including cash 
grants and loan guarantees are 
eligible for development incentives 
and loan guarantees 


Financial incentives including cash grants 
and loan guarantees are available to foreign 
as well as Canadian investors. These 
incentives are offered to encourage 
entrepreneurs to consider locating in the 
regions designated for incentive assistance 
and to enable industries already established 
in these regions to expand or modernize. 


More than $585.5 million has been 
committed in regional development 
incentives since inception of the program in 
1969. These grant offers are expected to 
generate total capital investment in eligible 
assets of about $2.8 billion. Approximately 
124,000 new jobs are expected to be 
created when all facilities which have so far 
received assistance are brought into 
commercial production. 


Most kinds of manufacturing and 
processing activities are eligible for 
development incentives and loan guarantees. 


Some DREE-assisted 
ventures involving 
international 
entrepreneurs 


The major exceptions are certain types of 
initial processing — such as petroleum 
refining and pulp and newsprint production; 
other types of initial processing — such as 
smelting and food processing — are eligible. 
Key parts of the service industries, including 
distribution warehouses and freight handling 
facilities, can qualify for loan guarantees. 


Expansion and modernization of existing 
facilities, as well as establishment of new 
ones, can qualify for incentives. 


The amount of a grant depends upon such 
factors as the location of the project, its size, 
the type of project being undertaken, its 
economic contribution to the region and the 
financial need of the applicant. 


Many international entrepreneurs 


have invested in Canada’s 
designated regions 


The government gives consideration to 
such factors as the probable rate of profit on 
the same kind of project in another location 
and to the rate of return from alternative 
projects open to the investor. For the 
establishment of industry, grants are 
calculated on the basis of capital costs and 
the number of new jobs provided, up to a 
maximum of 50% of capital employed or 
$30,000 per job. For plant expansions or 
modernizations, only capital costs are taken 
into account. 


@ Suddeutsche Kalkstickstoffe-Werke A. G. 
(S.K.W.) of Trotsberg, West Germany 
opened a $50 million subsidiary — S.K.W. 
Electro-Metallurgy Canada Ltd., to 
manufacture ferrosilicon and silicon metal 
alloys at Bécancour, Quebec. A total of 
220 jobs were created and DREE 
incentive assistance amounting to 
$5,970,000 was provided for construction 
of the plant. 


Moteurs Leroy-Somer Canada Ltée 
received a $1,987,000 incentive offer 
from DREE to build a $7.5 million plant at 
Granby, Quebec. The plant manufactures 
monophase and polyphase electric motors 
that can deliver up to 200 horsepower. 
When in full operation, the facility will 
employ about 400 workers. Moteurs 
Leroy-Somer Canada Ltée is controlled 
jointly by Moteurs Leroy-Somer S.A., 
headquartered in Angouléme, France and 
the Quebec Industrial Development 
Corporation. The French company owns a 
60% interest in the Granby facility. 


Many international entrepreneurs have 
invested in Canada’s designated regions, for 
example: International Business Machines of 


the United States, SKW of West Germany, | 


Sekine of Japan, ICI Ltd. of Britain, Leroy- 
Somer of France, Pagnossin of Italy, Wihuri 


of Finland, McKay of Australia and Michelin 


of France. 


Significant projects now underway with 
RDIA assistance include a $7 million plant in 


Moncton, New Brunswick undertaken jointly — 
by Dow-Corning-Owens of the United States © 


and Duplate of Canada to produce fibreglass 
insulation products, and a $16 million 
plywood facility of Georgia Pacific of the 


United States at McAdam, New Brunswick. — 


In Quebec, Moteurs Leroy-Somer S.A. has _ 
undertaken construction of a $7 million plant 


at Granby to manufacture electric motors. 


Projects in Western Canada include the 
West German-owned Henninger Malting 
plant at Biggar, Saskatchewan, while in 
Winnipeg, Manitoba, a facility to produce 
computer systems equipment is being 


undertaken by Burroughs Business Machines _ 


Limited, of the United States. 


/n countries outside Canada, further information on 
DREE and its programs can be obtained from the 


Commercial Section of the nearest Canadian Embassy or q 


Canadian High Commission, or by writing to: Director 
General, Industrial Incentives, Department of Regional 
Economic Expansion, 161 Laurier Avenue West, Ottawa, 
Canada K1A OM4. 


® Henniger Malting (Saskatchewan) 
Limited, a subsidiary of Henniger-Brau 
KGaA of Frankfurt, West Germany has 
established a $12.4 million plant at 
Biggar, Saskatchewan to process malting 
barley. The facility employs about 50 
workers. DREE incentive assistance totals 
approximately $1.3 million. 


The Merloni Group has accepted a DREE 
incentive offer of $2,657,500 to establish 
a facility to manufacture compact 
household refrigerator units. The company 
will have as its main shareholder the 
Merloni Finanzaria S.P.A. company, a 
major Italian manufacturer of domestic 
appliances. The second shareholder will be 
the Quebec Industrial Development 
Corporation. The project is expected to 
create 179 jobs and generate investments 
of about $11 million. Commercial 
operations are scheduled to start early in 
1979. 


Some construction projects supported by Canada’s 
Department of Regional Economic Expansion. This 
department encourages economic development and 
expansion in the slower growth areas of the country. 
PHOTOS: Department of Regional Economic Expansion 
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The joint-venture 
alternative 

for investing 

in Canada 


by Frank Swedlove 


Frank Swedilove is an economist with the Research 
and Analysis Branch of the Foreign Investment 
Review Agency. 


Multinational companies that want to set 
up operations in Canada appear increasingly 
to be aware that they can gain more business 
advantages in going the joint-venture route 
with Canadian partners than in going the 
sole-ownership route. They also realize that, 
in doing so, they can help serve Canada’s 
interests too. 


Canada, unlike some other countries, does 
not insist that foreign direct investments can 
take place only in joint ventures with local 
interests. But the Canadian government does 
regard joint ventures as one of the means of 
improving the benefits that foreign 
investment brings to both host country and 
investors. 


In the Foreign Investment Review Act, 
for example, one of the five criteria for 
determining whether a proposed investment 
is of “significant benefit to Canada” is “the 
degree and significance of participation by 
Canadians.” 


The term “joint venture” can be defined in 
different ways. It can range from the one 
extreme of a loose licensing agreement to the 
other extreme of a new aad separate 
corporate structure that has its own 
management and independent policy. The 
kinds of joint ventures discussed here are 
those which seem the most relevant because 
they are the most broadly realistic 
alternatives to wholly owned 
subsidiaries — that is to say, the kinds of joint 
ventures in which each partner has both an 
equity participation and a voice in policy. 


Some of the advantages that joint 
ventures offer investors are the following: 


First, the use of joint-venture 
arrangements with Canadian firms allows, in 
many cases, an easier and more effective 
introduction into Canada, a better 
understanding of the economic and cultural 
environment, and most important, higher 
profits. 


Secondly, a firm may enter a joint venture 
arrangement if it has limited capital resources 
and desires rapid growth. The joint-venture 
arrangement can help it expand into more 
markets in a shorter time. 


Thirdly, firms may wish to obtain the 
complementary skills or techniques of others. 
A joint venture may bring benefits to both 
when, for instance, one firm is strong in 
technology, the other in marketing. An 
example of this is the joint ownership of 
Sanyo Canada Ltd. by the Sanyo Electric 
Trading Company Limited of Osaka, Japan, 
and Magnasonic Canada Ltd. of Montreal. 
While the Japanese firm supplies the 
technology and expertise for the assembly of 
television sets and stereo assemblies in 
Canada, Sanyo Canada Ltd. uses 
Magnasonic’s Canada-wide distribution 
network to market the Sanyo line. 


A fourth and increasingly important reason 
for joint ventures is the need for risk sharing 
in large capital projects. In the recent years 
of growing economic and political 
uncertainty, it has become more and more 
difficult for companies to estimate returns to 
their investment projects, especially over the 
life of the project. Companies find it more 
prudent to share and spread the risks with 
several partners. 


Also, in a large and high-risk venture, they 
may find it easier to find financing for a part 
of the project than for the whole project. 


In addition to these reasons which are 
valid in many countries, there are joint- 
venture advantages which are particular to 
the Canadian scene. One such advantage 
relates to the Foreign Investment Review 
Act. As noted, one of the five criteria for 
determining whether a proposed investment 
offers significant benefit to Canada is the 
degree and significance of Canadian 
participation in the enterprise. While the 
other four criteria are also relevant in 
assessing significant benefit, a joint venture 
in which the Canadian partner has a 
significant equity and management 
participation obviously starts with a better 
chance of being looked upon favourably than 
a corresponding wholly owned subsidiary. 


In a few “key” sectors in Canada in which 
participation by foreign-controlled firms is 
restricted, a foreign-controlled firm that may 
nevertheless want to enter that sector may 
seek out a Canadian partner as a means of 
entering. For instance, foreign investors have 
used joint ventures as the means of entering 
the uranium mining sector, in which it is 
Canada’s policy to limit the degree of non- 
resident ownership. 


The size and complexities of the 
Canadian market may also be 
factors that encourage joint 
ventures 


The size and complexities of the Canadian 
market may also be factors that encourage 
joint ventures. In physical size, Canada is the 
second largest country in the world, 
encompassing almost four million square 
miles [10 million square kilometers]. But the 
population is only a little over 23 million . The 
great majority of Canadians live within a 
narrow strip along the U.S. border, which is 
about 4,000 miles long [6,400 kilometers]. 
Unlike the case in most other countries, the 
population is very diverse. Forty-eight per 
cent of Canada’s population are of British 
origin, 30% are of French origin, and the 
remaining are made up of many ethnic 
groups, the predominant ones being German, 
Ukrainian, Dutch, and Polish. 


Both French and English are official 
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anguages in Canada. The problems of 
serving a market so spread out and 

liverse — and serving it in two languages — 
nay be very difficult for a foreign investor not 
amiliar with the Canadian scene. Difficulties 
nay be especially great in such matters as 
listribution, marketing and staffing. 

_ Also, Canada has a federal system of 
jovernment with a sharing of powers 
vetween the federal and 10 provincial 
jovernments. In addition, there are municipal 
jovernments with whom business firms must 
Iso deal. Since the contacts between 
jovernments and business have tended to 
secome more extensive, it may be a distinct 
-dvantage to have a partner who is aware of 
ne roles and responsibilities of each level of 
overnment and many of the legal and 
‘ractical intricacies involved in dealing with 
ne various governments. 


%f the 166 new businesses 
FIRA cases]... joint-venture 
rrangements... accounted for 
(most one-fifth of the total 


i 
4 


_ Joint-venture agreements as a means of 
tering the Canadian market have been 
creasing. Of the 166 new businesses 
llowed to be established under the Foreign 
ivestment Review Act in the fiscal year 
nded March 31, 1977, joint-venture 
‘rangements between a foreign firm and a 
anadian partner accounted for 29 or almost 
Ne-fifth of the total. The heaviest 
»ncentration of joint-venture activity was in 
i@ primary sector, where a majority of the 
2w businesses — five out of eight — were 
int ventures. Meanwhile, 18% of the new 
dsiness cases in the manufacturing sector 
1d 13% in the service sector were joint 
intures. It is interesting that, for the new 
lisiness cases in the manufacturing sector 
e€ average planned investment of joint 
nntures was over twice that for all new 
isiness cases — $3.3 million compared 
ith $1.4 million. This reflects one of the 
ain advantages of joint ventures — the 
vility to take advantage of larger investment 
)portunities without having to take on the 
tal risk. 


The reasons for entering joint-venture 
rangements in Canada appear to vary to 
me extent according to the sector. 


In mining, it seems that the majority of the 
nt ventures arise predominantly out of a 
ed for huge capital spending, increased 
k, and increased desire to spread the risk. 
ty few companies are able and willing to 
dertake alone the financing necessary to 
art up even a medium-sized mine. This is 
9ecially true nowadays when mining 
™Mpanies must search farther and farther 
eld for new discoveries — with more than 
portional increases in cost. Also, by 


splitting costs in each project, a mining 
company can participate in more projects and 
thus reduce the likelihood that its customers 
Or processing operations will be 
inconvenienced by interruptions of supplies. 
This policy of ‘not keeping all your eggs in 
one basket’ allows the mining company 
more effectively to guarantee a steady 
stream of output — and this, of course, is an 
advantage in obtaining and holding 
customers. 


Owing to the high costs of establishing a 
mine and the complexity of the financing, the 
agreements for joint ventures are precise, 
detailed, and lengthy. Matters such as cost 
and output sharing, quality levels desired, the 
disposal of assets, and the structure of 
management are clearly stated in the 
agreement, leaving little room for the 
possibility of later conflict over policy. 
Management is often the responsibility of the 
largest partner — or may be left to an 
independent management group who are 
experts in the managing of mines. With 
mining companies becoming increasingly 
familiar with joint-venture agreements, 
subsequent conflicts are becoming 
increasingly rare. 


Most of the largest recent mining 
ventures involve some combination 
of Canadian and international firms 


Most of the largest recent mining ventures 
involve some combination of Canadian and 
international firms. Some examples from 
among the largest operating mines are in the 
iron ore sector — Wabush Mines, which is 
owned by Steel Company of Canada and 
Dominion Foundries and Steel Co. (both of 
Canada) and a consortium of five American 
firms and one Italian firm; the Iron Ore 
Company of Canada, which has eight 
separate owners; and the Hilton Mine, which 
is 50% owned by Steel Company of Canada 
and 25% by Jones and Laughlin Steel 
Corporation and 25% by Pickands Mather 
and Co., both of the United States. Also there 
are several large joint venture arrangements 
in the exploration and development of oil and 
natural gas. For example, in Alberta, the 
Syncrude oil sands project has Canadian and 
American interests, while the Primrose Oil 
Sands Research Project has Japanese and 
Canadian interests. 


In pre-manufacturing processing 
sectors, a frequent reason... is to 
share the output of the new 
business 


In pre-manufacturing processing sectors, a 
frequent reason for joint ventures is the 
desire by the partners to share the output of 


the new business. For example, the 
petrochemical joint venture in Sarnia, called 
Petrosar Limited, is a partnership of Polysar 
Limited, Union Carbide Canada Ltd., and 
DuPont of Canada Ltd., all of whom will 
obtain petroleum by-products from the 
plant. Another example is the establishment 
of Maple Leaf Monarch Co. which is opening 
a new vegetable-oil mill and refinery. Its two 
parent companies, Maple Leaf Mills Ltd. and 
Monarch Fine Foods Ltd. (a subsidiary of 
Lever Bros. Ltd.) will take up most of the oil 
production from the new plant for their 
consumer food products divisions. In the 
processing of minerals, a plant at Port Cartier, 
Quebec, will provide pelletized iron ore 
concentrates to its principal owners — Sidbec 
(a Quebec-government-owned agency), 
British Steel Corp. Ltd., and Quebec Cartier 
Mines Co. (a subsidiary of U.S. steel) — for 


In the manufacturing sector... joint 
ventures are usually entered into... 
to obtain a certain skill from 
another firm 


the production of steel. In all these joint 
ventures, the partners have integrated 
“backwards” in order to ensure themselves a 
source of supplies for their major operations. 


In the manufacturing sector, those joint- 
venture considerations that are important in 
mining and processing — huge capital costs, 
the spreading of risk, and the ensuring of 
inputs — are usually not significant. Rather, 
joint ventures are usually entered into by one 
manufacturing firm in order to obtain a 
certain required skill from another firm. It 
appears that a large majority of 
manufacturing joint ventures in Canada are 
ones in which a foreign manufacturer 
supplies the technology and expertise for the 
production of the goods while the Canadian 
partner offers management assistance or an 
established distribution system. An example 
of this has already been mentioned — the 
case of Sanyo Canada Ltd. of Montreal. 
Another example is a joint venture between 
Canada Packers Ltd. of Toronto and Spillers 
Foods Ltd. of England — called Spratts Pet 
Foods Canada Ltd. The British firm is a major 
seller of pet food in the United Kingdom and 
has offered its formulas and production 
expertise to Canada Packers, who can supply 
both the required production and a nation- 
wide distribution network. A third example is 
the establishment of Fuji Dyeing and Printing 
Limited of Trois-Riviéres, Quebec, a 50-50 
arrangement between Flam Textiles Co. Ltd., 
one of Canada’s largest textile importers and 
distributors, and three Japanese textile 
companies who can supply financing and 
technology. 


For the foreign partner in a manufacturing 
joint venture, the above kinds of arrangement 
allow quicker entry into the markets — 
including readier acceptance by 
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retailers because of the existing reputation of 
the Canadian firm. For the Canadian partner, 
the joint venture gives the firm the latest 
technology and know-how and reduces the 
chances of a foul-up in the start-up of 
production. 


In the service sectors, where there have 
been fewer cases of joint ventures, no single 
reason can be identified as the predominant 
one in encouraging joint ventures. 


In retailing in Canada, where there have 
been several joint ventures, one of the oldest 
and most successful is Simpsons-Sears 
Limited, which is one-half owned by 
Simpsons Limited of Toronto and one-half 
owned by Sears Roebuck and Co. of Chicago. 
Simpsons, in 1952, did not have the capital 
to expand significantly its retail department 
store operations outside its existing market of 
five cities, and thus to complement 
adequately its national mail-order business. 
Sears, meanwhile, was hesitant to enter on 
its own a market so strongly dominated by 
Simpsons and Eaton’s. An agreement was 
reached whereby Simpsons contributed its 
mail-order business to the new venture, while 
Sears Roebuck offered an equivalent amount 
of capital. Sears Roebuck also offered its 
expertise in centralized buying and its 
private-brand line of products. The joint- 
venture company has expanded greatly — it 
now has 60 stores across Canada and had 
sales of almost $1.9 billion in 1976. 


Another Canadian service industry in 
which there are several joint ventures is the 
leasing industry. In that industry, one joint- 
venture company is Canadian Dominion 
Leasing Corporation of Toronto. Before 
1973, the company was a fully owned 
subsidiary of U.S. Leasing International of 
San Francisco. However, in that year, a part 
interest was sold to the Bank of Montreal, one 
of the leading banks in Canada. The bank felt 
that there was a good opportunity to enter a 
new field with a company experienced in 
international leasing. U.S. Leasing 
International and its subsidiary company saw 
the joint venture as an opportunity to gain 
access to the Bank of Montreal's enormous 
customer base. The success of the joint 
venture is reflected in Canadian Dominion 
Leasing’s excellent growth since 1973 — 
new business generated increased in dollar 
terms by more than 135% in the subsequent 
three years. Another successful joint venture 
in leasing is Norco Financial Services Ltd., 
whose owners are Laurentide Financial 
Corporation, of Vancouver, and BankAmerica 
Corp., of San Francisco. Laurentide supplied 
the joint venture with staff and market 
expertise while BankAmerica provided 
financial consulting services. 


There are, of course, cases where joint 
ventures have failed. Some have led to 
management conflicts, bickering over general 
policy direction, and sometimes even 
dissolution of the company. But in a large 


The allocation of responsibilities... 
must be clearly agreed upon before 
the joint venture activities get 
under way 


and growing majority of cases, success can 
be attained when the companies are 
compatible in their objectives and in their 
style of operation. As the mining companies 
especially are so well aware, the allocation of | 
responsibilities between the partners — for 
financing, management, sales, etc. — must be 
clearly agreed upon before the joint venture 
activities get under way if there is to be 
avoidance of problems later on. 


Many foreign companies who may not be 
able to enter the Canadian market on their 
own may be able to enter it through joint 
ventures with Canadian firms. Even for those — 
foreign firms capable of establishing a wholly 
owned Canadian subsidiary, there may be 
merit in analyzing with care the advantages 
that can be gained by entering a joint venture 
with a Canadian partner. This approach 
certainly achieves, among other things, 
compatibility with a very important economic 
policy objective of the federal and provincial 
governments — and is sometimes highly 
important to the investors in helping them to 
obtain government financial assistance and 
other public support for the project. 
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Changing 
patterns of foreign 


Investment 
in Canada 


| by Gilles Gratton 
and Marcel Custeau 


iilles Gratton is Editor of the French language edition of 
oreign Investment Review (L’investisseur étranger.) 


Marcel Custeau is an economist with the Research and 


Inalysis Branch of the Foreign Investment Review 


igency. 


A number of striking changes have taken 
place in the past few years in the 
composition of capital flows into Canada. In 
1976, for the first time ever, the recorded 
amount of foreign direct investment in 
Canada showed up as a minus figure (—$295 
million). Secondly, business firms greatly 
increased their borrowings in capital markets 
abroad. Thirdly, an even greater increase 
occurred in borrowings from abroad by 
provincial and municipal governments and 
utilities. Further analysis of these 
transactions throws some interesting light on 
these developments. 


The annual rate of foreign direct 
investment in Canada declined from $725 
million in 1974 to $670 million in 1975 and 
to —$295 million in 1976. Some observers 
saw this decline as a sign of worsening in the 
investment climate in Canada. Some even 
spoke of a “flight of capital.”” But closer study 
shows, for one thing, that the data on foreign 
direct investment has been distorted in 
recent years by a number of large ‘‘non- 
recurring’ or “irregular” transactions. 


The customary figures on foreign 
direct investment are computed on 
a “net” basis 


These transactions involved the purchase 
by Canadians of some assets of foreign- 
owned firms in Canada. That is, they were 
initiated by Canadians rather than by 
investors wanting to withdraw capital from 
Canada. Whereas transactions of this type 
amounted to less than $10 million in 1970, 
they reached more than $700 million in 
1976. For the period 1971-76 they totalled 
$1.4 billion. 


The customary figures on foreign direct 
investment in Canada are computed on a 
“net” basis; that is, they represent 
inflows of new investment capital /ess any 
disinvestment by non-residents, such as 
through the sale of foreign-owned Canadian 
assets to Canadians. If one were to exclude 
the “irregular” transactions mentioned 
above, an entirely different statistical picture 
would emerge. Thus, instead of a net 
“outflow” of foreign direct investment 
amounting to $295 million in 1976, there 
would be a net /nflow into Canada of $430 
million that year. 


. the data on foreign direct 
investment has been distorted in 
recent years by a number of large 
“non-recurring” or “irregular” 
transactions 


Among the larger of the “irregular” 
transactions that occurred during the past 
few years, one might note the purchases by 
the Canadian Government of De Havilland 
Aircraft from its former British owners (1974) 
and of Canadair Ltd. from Americans (1976): 
the 1975 purchase by the Canada 
Development Corporation of most of the 
Canadian oil and gas interests of Tenneco 
Inc., a U.S. company, for $102 million; and 
the 1976 purchase by Petro-Canada of the 
Alberta assets of Atlantic Richfield for an 
estimated $340 million. 


Still, even the “adjusted” figure showing a 
foreign direct investment ‘inflow’ of $430 
million in 1976 is considerably lower than 
the inflow in earlier years. The reasons for the 
moderate decline in 1975 and the more 
pronounced decline in 1976 are complex and 


There appears to have been a trend 
away from corporate borrowing 
from parents and affiliates abroad 
and towards borrowing in the open 
market abroad 


difficult to untangle, but it is evident that 
much of the decline was offset by a marked 
increase in debt financing by corporations. 


A few figures will serve to indicate the 
nature and extent of the changes. New issues 
of Canadian corporate securities sold abroad 
amounted to $448 million in 1974 (see Table 
1), but to over $1 billion in 1975 and to $3.4 
billion in 1976. A good portion of these 
increased amounts was for the account of 
foreign-owned firms in Canada which form so 
large a part of the Canadian economy. There 
appears to have been a trend away from 
corporate borrowing from parents and 
affiliates abroad and towards borrowing in 
the open market abroad. Whereas borrowing 
from parents and affiliates abroad is treated 
for statistical purposes as foreign direct 
investment, borrowing in the open market 
abroad is treated as foreign portfolio 
investment. While the change in the pattern 
of financing certainly contributed to the 
decline in the flow of foreign direct 
investment, the degree of this influence is 
difficult to ascertain. 


The main factor which caused 
corporations to resort to massive 
borrowing in capital markets abroad was, 
undoubtedly, the unusually large spread 
between high interest rates in Canada and 
lower interest rates in other countries, 
particularly the United States. And certain 
fiscal measures, notably the removal in June 
1975 of the Canadian withholding tax on 
interest payments to non-residents, further 
enhanced the attractiveness of Canadian 
bond issues for foreign investors. 
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_ retained earnings re-invested by 
foreign-controlled firms in Canada 
had risen to $2.8 billion — 
compared with $725 million in 
foreign direct investment 


In estimating the rate of foreign-controlled 
business investment in Canada, one must, of 
course, also take into account, in addition to 
capital inflows, the re-investment of retained 
earnings by foreign-controlled subsidiaries in 
Canada. Retained earnings have always been 
a major source of investment financing. 
However, in 1970, the annual level of 
retained earnings of foreign-controlled firms 
in Canada was only a little higher than that of 
foreign direct investment (see Table 1). But 
by 1974, the latest year for which this figure 
is available, the level of retained earnings re- 
invested by foreign-controlled firms in 
Canada had risen to $2.8 billion — compared 
with $725 million in foreign direct 
investment — and accounted for about 80% 
of the total increase in 1974 in the book 
value of the stock of foreign direct 
investment. Thus, retained earnings in 
Canada and new bond issues abroad have, in 
recent years, become far more important 
than foreign direct investment as sources of 
funds for expansion of business activity in 
Canada. 


New bond issues abroad for the 


account of provincial and municipal 
governments and utilities surged 
from less than $1 billion in 1973 to 
$5.5 billion in 1976 


Corporate borrowing was not the only 
cause of the huge increase in recent years In 
debt capital investment in Canada by non- 
residents. Governments in Canada were even 
more active in capital markets abroad (see 
Table 1). New bond issues abroad for the 
account of provincial and municipal 
governments and utilities surged from less 
than $1 billion in 1973 to $5.5 billion in 
1976. Major social investment programs and 
the inception in several provinces of large- 
scale hydro-electric projects (partly in 
response to the energy crisis) were among 
the factors which impelled governments and 
their utilities to go heavily into the capital 
markets. At the same time, as noted earlier, 
the much lower interest rates in other 
countries than in Canada, were a key factor 
which caused much of the borrowing to be 
done outside Canada. 


In face of the exceedingly large capital 
requirements in Canada in the years ahead 
— the Economic Council of Canada 
estimates them at $800 billion for the 15 


TABLE 1 


i _____————————— 


SELECTED INVESTMENT TRENDS (millions of dollars) 


1970 1971 1972 1973) 919745 e1S756 1976 

Foreign direct investment in Canada 
Foreign direct investment 835 880 605 T25 725 670 —295 
Re-investment of earnings 900 1,380 1,580 2,370 2,800 n.a na 
Other factors 199 -—700 —579 265 amo n.a n.a 
INCREASE IN BOOK VALUE OF 
FOREIGN DIRECT INVESTMENT 1,934 1,560 1,606 3,360 3,432 na n.a 
Canadian bond issues abroad 
Business firms 541 391 345 306 448 1,031 3,394 
Governments and their utilities 

Federal 26 28 30 2 14 47 92 

Provincial 528 725 1,140 857 1,713 3,334 4,691 

Municipal 65 26 169 110 234 541 826 
Subtotal governments 619 TTI NSS 979 1,961 3,922 5609 
TOTAL BOND ISSUES 1,160 1,170 1,684 1,285 2,409 4,953 9/003 


n.a. — not available 
Source: Statistics Canada 


EEE 


years to 1990 — there has been a good deal 
of discussion about the amount of capital 
likely to be needed or available from abroad. 
According to a vice-president of the Toronto- 
Dominion Bank, Doug Peters, net inflows of 
foreign capital are likely to rise from $4.7 
billion in 1976 to $5 billion in 1983 and to 
$7.3 billion in 1991. Despite these increases, 
foreign capital inflows as a proportion of total 
investment in Canada may well decline 
somewhat because of a spectacular increase 
in the rate of Canadian domestic saving. Mr. 
Peters estimates that the latter will increase 
from $45.6 billion in 1976 to $83.4 billion in 
1983 and $174.3 billion in 1990. 


. the change in the pattern of 
financing certainly contributed to 
the decline in the flow of foreign 
direct investment 


In the immediate future, however, there is 
likely to be a temporary decline in Canadian 
borrowing in capital markets abroad. This 
seems to be the likeliest prospect in view of 
the narrowing spread between interest rates 
in Canada and those abroad, the distinct 
moderation in growth of expenditure by all 
levels of government in Canada, and the 
increase in government and corporate 
revenues as the Canadian economy regains 
momentum. Furthermore, favourable market 
conditions and the general receptivity of 
Canadian issues in foreign capital markets in 


recent years encouraged governments and 
corporations to place issues abroad in 
anticipation of future needs. 


. the decline in the net flows of 
direct investment cannot be taken 
as an indication that foreign 
investors have become [ess 
interested in Canada as a place to 
invest 


In summary, the statistical picture of a 
recent decline in foreign direct investment in 
Canada may be misleading. A number of 
“irregular” transactions in which Canadians 
purchased foreign-owned assets in Canada 
offset — and in 1976 more than offset — 
foreign investment inflows. To that extent, 
the decline in the net flows of direct 
investment cannot be taken as an indication 
that foreign investors have become less 
interested in Canada as a place to invest. 
Analysis of the figures also shows that the 
funds required for that investment were 
obtained to a much greater extent through 
corporate borrowing in capital markets 
abroad, as well as through corporate earnings 
retained in Canada. Retained earnings and 
new security issues have, in recent years, 
become far more important than foreign 
direct investment as sources of funds for 
expansion of business activity in Canada. 
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11. OIL, GAS AND 
=LECTRIC POWER 


) This list shows major capital spending 
>rojects now in progress or in the final 
dlanning stages. Part | (published in the 
Batam issue of Foreign Investment REVIEW) 
‘overed minerals and forest products. Part II 
overs oil, gas, and electric power and is 
imited to projects costing more than $10 
nillion. Other industries will be covered in 
eure issues of Foreign Investment REVIEW. 


Capital investment projects in Canada 


In oil and gas processing, the largest single project under construction is the 
synthetic crude recovery complex (oil sands) at Fort McMurray, Alberta, which is nearing 
completion. A number of oil sands pilot or test projects are under way or in final planning 
stages, but only three of these, financed jointly with the Alberta Oil Sands Technology and 
Research Authority, exceed $10 million. New petrochemical operations have initiated 
ethane recovery facilities at four gas processing plants in Alberta, as well as an extensive 
ethane-ethylene pipeline system. Two new oil refineries (one associated with a new 
petrochemical complex) are being built in Ontario, and a major plant-modernization is in 
process at a third refinery. 


The major pipeline project now in prospect is one that will bring Alaskan natural gas 
through Canada to the United States. The Canadian portion of this project, which could 
begin late next year, is estimated at about $4.4 billion (see article p.5,). 


Electrical energy projects now in progress or firmly committed will add more than 
25% to Canadian generating capacity by 1981 and over 50% by 1986. In addition, a 
number of projects are awaiting licensing or assessment of need. The largest project is the 
$16 billion James Bay hydro development in Quebec, which will add 10 million kw to 
generating capacity when all four stations are completed in 1985: initial generation is 
expected in 1980. In Ontario, an extensive program of nuclear generation is expected to 
add nearly 11 million kw to capacity by 1987. British Columbia and Manitoba are both 
doing preliminary work for new billion-dollar projects. For eastern Canada, the federal 
government has recently offered assistance which could encourage power generation and 
transmission projects, including a $2 billion project at Gulf Island, Labrador, which is 
currently suspended. Most provinces make substantial expenditures each year for new 
transmission projects, but because costs are not often available on a project basis, only a 
few of these are described in the listing below. Wherever possible, grids are included in the 
total cost of new power projects. 


Company and project description Completion Cost 
date ($ million) Location 


British Columbia 
en ee AS ee ee ee 
Oil refining: 
Husky Oil Co. Ltd. 1978 12 Prince George 
Increased capacity 
Gas processing: 
Westcoast Transmission Co. Ltd. 1979 60 Chetwynd 
New plant 
Electric power: 


B.C. Hydro and Power Authority 
New power plant 


hydro 1977 500 Mica Dam, Columbia R. 
hydro 1980 550 Peace River, Site | 
hydro 1981 500 Seven Miles, 
Pend d’Oreille River 
hydro 1984 1,200 Revelstoke 
Underwater HVDC link 1978 n.a. Mainland to Vancouver 
Island 
Alberta 
Oil sands projects: 
Amoco Canada Petroleum Co. Ltd. 1978 46 Gregoire Lake 
BP Exploration Canada Ltd. 1979 7 Cold Lake 
Shell Canada Resources Ltd. 1979 58 Peace River 
Syncrude Canada Ltd. 1979 Zao. Fort McMurray 
Gas processing: 
Alberta Natural Gas Ltd. 
Ethane recovery unit 1979 58 Cochrane 
Dome Petroleum Ltd. 
Ethane recovery unit 1978 60 Empress 
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An oil derrick tower at Cloverleaf Lake, Northwest 
Territories. 


PHOTO: Ted Grant, National Film Board Phototeque 


Company and project description Completion Cost 


(ee 3 ee SS nal 


date ($ million) Location 
Dome Petroleum Ltd. and 
Canadian Utilities Ltd. 
Ethane recovery unit 1978 40 Edmonton 
Pacific Petroleums Ltd. 
Ethane recovery unit 1979 iS Empress 
PanCanadian Petroleum Ltd. 
New gas plant 1980 20 Morley 
Shell Canada Resources Ltd. 
New gas plants S79 DMP. South Rosevear 
1980 50 Limestone Mtn./Wilson 
Creek 
LPG Recovery unit 1978 Ads) Waterton 
Compressor stations 1978 20 Waterton 
Pipe lines: 
Alberta Oil Sands Pipe Line Inc. 
Oil pipe line 1978 80 Fort McMurray to 
Dome Petroleum Ltd. Edmonton 
Ethane gathering system 1978 40 Edmonton-Cocharne- 


Empress-Joffre 
Ethane-ethylene-propane pipe 
line (Cochin) 1978 PUT Edmonton to Sarnia, 
via U.S.A. 
Foothills Pipe Lines Ltd. 
Gas pipe line 1981 4,400 Alaska to U.S.A. 
(Canadian portion) 
Shell Canada Resources Ltd. 
Gas gathering system 1980 Is Burnt Timber 


Electric power: 
New/expanded power plant 


Alberta Energy Co. Ltd. thermal 1978 300 Mildred Lake 
(Syncrude project) 
Alberta Power Ltd. thermal 1981 AED Battle River, Forestburg 
( 5th unit) 
Calgary Power Ltd. thermal 1980 417 Sundance, Lake 
(last 3 units) Wabamun 
1983 510 South Sundance, 
Keephills Area 
Dow Chemical Co. Ltd. thermal 1979 48 Fort Saskatchewan 
Edmonton Power Ltd. thermal 1978 45 Clover Bar 
Electrostatic precipitators: 
Calgary Power Ltd. 1978 15 Lake Wabamun 


nn nn nnn eee LEEEEEEIEIEIEIEIESSSSSSSSSSS 


Saskatchewan 


Se ee a eS ee 
Oil refining: 
Consumers’ Co-operative Refineries Ltd. 
Increased capacity 1977 25 Regina 
Electric power: 
Saskatchewan Power Corp. 


New/expanded power plant thermal 1977 78 Boundary Dam 
thermal 1979 150 Poplar River 


Manitoba 


Electric power: 
Manitoba Hydro 


New power plant hydro 1978 50 Jenpeg, Nelson River 
hydro 1979 500 Long Spruce, Nelson R. 
hydro 1986 1,100 Limestone, Nelson River 

Export transmission line n.a. 57 Winnipeg to U.S. border 

Ontario 
Oil refining: 
Gulf Oil Canada Ltd. 
Replacement of lubricating oil unit 1978 180 Clarkson 
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Company and project description Completion Cost 


date ($ million) Location 
Petrosar Ltd. 
New refinery and petrochemical 
complex 1977 650 Sarnia 
Texaco Canada Ltd. 
New refinery 1978 400 Nanticoke 
Electric power: 
Ontario Hydro 
New/expanded power plant nuclear 1979 1,500 Bruce ‘A’ Douglas Point 
thermal 1980 35 Windsor 
thermal 1981 300 Thunder Bay 
thermal 1983 TOO Wesleyville 
nuclear 1983 2,500 Pickering ‘B’ 
thermal 1984 800 Atikokan 
nuclear 1986 2,800 Bruce ‘B’ Douglas Point 
nuclear 1987 3,500 Darlington 
Heavy water plant 1979 500 Bruce ‘B’ Douglas Point 
1981 650 Bruce ‘D’ Douglas Point 
Quebec 
Electric power: 
Quebec Hydro 
New power plant: hydro 1978 na. Outardes || 
hydro 1985 16,200 James Bay—La Grande 
(and transmission grid) 
nuclear 1979 600 | Gentilly II 
Atomic Energy of Canada Ltd. 
Heavy water plant 1982 362 La Prade 
New Brunswick 
Electric power: 
N.B. Electric Power Commission 
New/expanded power plant hydro 1979 28 Mactaquac 
thermal 1979 120 Dalhousie 
nuclear 1980 684 Point Lepreau 
Nova Scotia 
Electric power: 
Nova Scotia Power Commission 
New power plant hydro 1978 135 Wreck Cove 
thermal 1981 294 Lingan 
Prince Edward Island 
Electric power: 
Provincial government 
Submarine cable 1977 38 Link to New Brunswick 
Newfoundland 
Electric power: 
Newfoundland and Labrador Hydro 
Commission 
lro lineman at work, Churchill Falls, Labrador. New power plant hydro 1980 100 Hinds Lake 
Plant expansion hydro 1977 40 Baie d’Espoir 
thermal 1979 n.a. Holyrood 


ITO: Ted Grant, National Film Board Phototeque 
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Incentives to industry 
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The following is a regularly-updated list of 
the major incentives to industry offered by 
the federal and provincial governments and 
available to both Canadian and non-Canadian 
investors. To qualify, companies must be 
incorporated in Canada. 


FEDERAL GOVERNMENT 
INCENTIVES 


Note: a number of programs which are cost- 
shared and jointly-administered by the 
federal and provincial governments are listed 
only under Provincial Government 
Incentives. 


Department of Industry, 
Trade and Commerce 


Enterprise Development Program (EDP) 


The program assists eligible manufacturing 
and processing firms to become more viable 
and internationally competitive through 
grants and loans. The grants are to help firms 
to develop proposals for project assistance, 
study market feasibility or productivity 
improvement, procure industrial design 
services, and develop or introduce new 
technology. Loans or loan guarantees assist 
restructuring or rationalization. Further grants 
or loans are also available to help firms to 
meet special problems or to further specific 
government objectives. Contact: Enterprise 
Development Board, Department of Industry, 
Trade and Commerce, 240 Sparks St, 
Ottawa, Ontario, Canada K1A OHS. 


Machinery Program 


This program provides for remission of import 
duty on types of machinery not manufactured 
in Canada, when the importation of such 
machinery is vital to an enterprise. 
Contact: Machinery and Equipment 
Advisory Board, Department of Industry, 
Trade and Commerce, 240 Sparks St, 
Ottawa, Ontario, Canada K1A OHS. 


Agricultural and Food Products Market 
Development Program (AGMAP) 


Financial assistance to develop domestic and 
export markets for agriculture and food 
products. Contact: Program Unit, 
Agriculture Fisheries and Food Products 
Division, Department of Industry, Trade and 
Commerce, 240 Sparks St., Ottawa, Ontario 
Canada K1A OHS. 


Other Programs 


Financial assistance programs are also 
available for shipbuilding, defence 
production, fashion design, grains and 
oilseeds marketing and for export market 
development. Contact: Department of 
Industry, Trade and Commerce, 240 Sparks 
St., Ottawa, Ontario, Canada K1A OHS. 


National Research Council 


Industrial Research Assistance 
Program (IRAP) 


Shares cost of selected research projects. 
Contact: National Research Council, 
Montreal Road, Ottawa, Ontario, 

Canada K1A OR6. 


Pilot Industry/Laboratory Program (PILP) 


Provides shared-cost research between NRC 
laboratories and industrial firms. Contact: 
National Research Council, Montreal Road, 
Ottawa, Ontario, Canada K1A ORG. 


Department of Regional Economic 
Expansion (DREE) 


Regional Development 
Incentives Program (RDIP) 


The program provides grants and loan 
guarantees to foreign and Canadian firms 
undertaking ventures in designated regions in 
all provinces under the Regional 
Development Incentives Act. Incentives are 
provided principally to manufacturing or 
processing operations and loan guarantees 
are also available to certain new service 
facilities. The Montreal Special Area 
designated under the DREE Acct is eligible for 
grants in certain manufacturing or 
processing sectors. Contact: /ndustrial 
Incentives Branch, Department of Regional 
Economic Expansion, Sir Guy Carleton 
Building, 161 Laurier Avenue West, Ottawa, 
Ontario, Canada K1A OM4. 


Federal Business Development Bank 
(FBDB) 


Provides financial assistance to business, 
particularly small business, in the form of 
loans, loan guarantees, equity financing or 
leasing. Management services are also 
available to small businesses. Contact: 
Federal Business Development Bank, 9017 
Victoria Square, Montreal, Quebec, 
Canada H3C 3C3. 


Department of Finance 


Guarantees loans up to $50,000 from 
approved lenders to proposed or existing 
businesses whose actual (or estimated) gross 
revenue is less than $1 million. Contact: 
Guaranteed Loans Administration, 
Department of Finance, Place Bell Canada, 
160 Elgin St., Ottawa, Ontario, 

Canada K1A OG5. 
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‘ROVINCIAL GOVERNMENT 
NCENTIVES 


LBERTA 


|Iberta Opportunity Company 


-ovides financing for Alberta manufacturing 
nd service businesses through direct loans 
j guarantees of loans for fixed assets or 
lorking capital when funding is not available 
2m conventional lending institutions. 
lontact: A/berta Opportunity Company, Box 
360, Ponoka, Alberta, Canada TOC 2HO. 


; 


lanada-Alberta Subsidiary Agreement 
1 Nutritive Processing Assistance 


le maximum grant under this program is 
per cent of the total capital required to 
lild or expand a facility. The grant is 
stricted to nutritive processing operations 
| which raw or semi-processed products are 
}ysically or chemically altered, processed, 
¢ refined or made more marketable as 
jitritional products for humans, animals, or 
fants. The grants are available for operations 
tiywhere in Alberta except Edmonton and 
algary. Contact: Executive Director, DREE 
logram, Agriculture Building, 11th floor, 
178 107th St., Edmonton, Alberta, 
inada T5K 2C8. 


} 
i 


| 


3ITISH COLUMBIA 


itish Columbia 
velopment Corporation 


e corporation provides financing in the 
im of term loans, loan guarantees, 
‘formance bonds, deficiency guarantees, 
lising of buildings and machinery, and in 
ecial cases, equity. While there is no limit 
‘the amount of funds the corporation may 
vide, in larger scale projects it prefers to 
vide assistance in conjunction with other 
lancial institutions. BCDC provides serviced 
éd on a sale or lease basis to secondary 
inufacturing and related service industries. 
nd is available through the land 
velopment division. BCDC acts as project 
unager of large capital projects in British 
lumbia. Contact: British Columbia 
velopment Corporation, 272 Granville 
uare, 200 Granville St., Vancouver, British 
lumbia, Canada V6C 1S4. 


inistry of Economic Development 


2 business development program provides 


assistance in marketing British Columbia- 
manufactured products outside the province 
by providing financial support to businesses 
to participate in trade shows and trade 
missions outside Canada. It also provides a 
market development assistance program, a 
technical assistance program, a small 
business assistance program and a business 
information service on the availability and 
source of various forms of financial and other 
assistance to business. The new business 
service provides counselling and information 
about government regulations. Contact: 
Business and Industrial Development Branch, 
Ministry of Economic Development, Box 
10111, 700 West Georgia St., Vancouver, 
British Columbia, Canada V7Y 1C6. 


MANITOBA 


Design Assistance Program 


Cost-sharing of consulting and advisory 
services for market research, design and 
redesign of products and packages. Contact: 
Manitoba Design Institute, 155 Carlton St, 
5th floor, Winnipeg, Manitoba, Canada R3C 
3H8. 


Export Incentive Program 


Cost-sharing of promotion for new export 
markets. Contact: Manitrade, 155 Carlton 
St., Winnipeg, Manitoba, Canada R3C 3H8. 


Manitoba Research Council 


The Research and Development Assistance 
Program provides shared-cost assistance for 
research and development of new or 
improved products or processes. The council's 
Canadian Food Product Development Centre 
provides advice and in-plant assistance 
including laboratory work for food and feed 
industries. Contact: Manitoba Research 
Council, 155 Carlton St., 6th floor, 
Winnipeg, Manitoba, Canada R3C 3H8. 


Manitoba Department of 
Industry and Commerce 


The Feasibility Studies Incentive Program 
assists manufacturing and processing 
industries with shared-cost feasibility studies 
on establishing or expanding manufacturing. 
The DREE Application Incentives Program 
provides shared-cost assistance to employ 
outside consultants in the preparation of 
applications to the federal government's 
Department of Regional Economic Expansion 
programs for the establishment or expansion 
of manufacturing facilities. The Productivity 
Improvement Program provides shared-cost 
assistance to identify problems and obstacles 
to growth. The Manpower Development 
Assistance Program provides cost-sharing of 
manpower development programs. Contact: 


Department of Industry and Commerce, 155 
Carlton St., Winnipeg, Manitoba, Canada 
R3C 3H8. 


NEW BRUNSWICK 


New Brunswick Industrial 
Development Board 


Provides financial assistance to 
manufacturers or processors, normally in the 
form of a loan guarantee or direct loan. 
Administers a joint federal-provincial 
interest-free forgivable loan program oriented 
to small businesses. Contact: Department of 
Commerce and Development, P.O. Box 
6000, Centennial Building, Fredericton, New 
Brunswick, Canada E3B 5H17. 


New Brunswick Provincial 
Holdings Limited 


Will take an equity position in manufacturing 
companies locating in New Brunswick. 
Contact: NV.8. Provincial Holdings Ltd., P.O. 
Box 6000, Centennial Building, Fredericton, 
New Brunswick, Canada E3B 5H17. 


Research and Productivity Council 


Provides technical support services for 
industry in New Brunswick, including 
engineering and problem solving, industrial 
research and development, and management 
consulting, on a cost-recovery basis. 
Contact: NV.B. Research and Productivity 
Council, College Hill Road, Fredericton, New 
Brunswick, Canada E3B 5C8. 


NEWFOUNDLAND 


Newfoundland and Labrador 
Development Corporation 


This joint federal-provincial corporation 
provides equity and loan financing up to $1 
million for establishing or expanding small 
and medium-sized businesses. Contact: 
Newfoundland and Labrador Development 
Corporation, P.O. Box 1738, 44 Torbay 
Road, St. John’s, Newfoundland, 

Canada ATC 5P8. 


Department of Industrial Development 


Approved financing of new or expanding 
business ventures in amounts of more than 
$1 million. Contact: Department of 
/ndustrial Development, Confederation 
Building, St. John’s, Newfoundland, Canada 
Al Gaol, 
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NOVA SCOTIA 


Industrial Estates Ltd. 


Long-term loans on 20-year first mortgages 
on 100% of the cost of new land and 
buildings of secondary manufacturers and up 
to 60% financing of new machinery with 10 
years to repay. Minimum loan financing 
available under this program is $150,000. 
Contact: /ndustria/ Estates Ltd, 51517 
George St., Suite 700, Halifax, Nova Scotia, 
Canada B3J/ 1M5. 


Industrial Loan Act, Industrial 
Development Act 


Loans for new or expanding resource-based 
industries and tourist facilities at current 
interest rates. Contact: Nova Scotia 
Resources Development Board, Bank of 
Montreal Towers, P.O. Box 519, Halifax, 
Nova Scotia, Canada B3J 2R7. 


Department of Development 


The department offers a number of 
assistance programs to business and 
industry. These include: The Marketing 
Assistance Program, the Management 
Development Program, the Product Design 
and Development Program, the Rural 
Industry Program, the Opportunity 
Identification Program and the Industrial 
Malls Program. The Strait of Canso 
Development Office is a joint federal- 
provincial agency funded by the Department 
of Regional Economic Expansion and the 
Nova Scotia Department of Development. 
The deepwater port is particularly appropriate 
for the location of heavy industry, particularly 
as related to the petro-chemical industry and 
“bulk supership” shipments. Contact: Nova 
Scotia Department of Development, 5151 
George St., P.O. Box 519, Halifax, Nova 
Scotia, Canada B3J 2R7. 


ONTARIO 


Ontario Development Corporation 


Programs include: industrial mortgages and 
leasebacks, export support loans, venture 
capital loans, pollution control equipment 
loans, loans to small businesses, tourist 
industry loans, and incentive loans to 
encourage industries to locate or expand in 
slow-growth areas of Ontario. Contact: 
Ontario Development Corporation, Mowat 
Block, 3rd floor, 9OO Bay St., Toronto, 
Ontario, Canada M7A 2E7. 

Ontario Industrial Training Program 
Assistance for training programs to 
companies locating in areas where such 
programs will help improve employment 
Opportunities. Contact: Ministry of Colleges 


and Universities, Industrial Training Branch, 
Mowat Block, 900 Bay St., Toronto, 
Ontario, Canada M7A 2E7. 


Retail sales tax exemption for 
production machinery and equipment 


A retail sales tax exemption is granted to a 
manufacturer or producer who purchases 
machinery and equipment which alters the 
goods in process as well as a wide variety of 
mining, logging, waste removal and pollution 
control equipment and other types of 
machinery. Contact: Ministry of Revenue, 
Retail Sales Tax Branch, Queen's Park, 
Toronto, Ontario, Canada M7A 1X9. 


PRINCE EDWARD ISLAND 


Industrial Enterprises Incorporated 


Provides assistance for capital expenditures 
in the form of first mortgage loans on real 
estate and/or equipment. Contact: /ndustria/ 
Enterprises Incorporated, West Royalty 
/ndustrial Park, Charlottetown, Prince 
Edward Island, Canada C7E 1B0. 


P.E.1. Department of Industry 
and Commerce 


The Industrial Assistance Program provides 
assistance in the form of forgivable 
performance loans to manufacturing and 
processing businesses. Where the maximum 
capital expenditure is $25,000, eligible 
businesses may receive a maximum 
forgivable performance loan of $12,500 or 
25% of the total capital cost and up to 
$2,000 for each new job created. 

The Service Sector Assistance Program 
provides assistance to primary resource 
industries and/or secondary manufacturers 
and processors to purchase new, used, or 
reconditioned equipment and machinery. It 
also assists in the financing of construction or 
renovation of production facilities. For a 
maximum capital expenditure of $60,000, 
the amount of forgivable performance loan 
would be 25% of the approved capital costs 
to a maximum of $30,000 and up to $2,000 
for each new full-time job created. Financing 
for these programs is on a joint federal- 
provincial basis. Contact: Department of 
Industry and Commerce, P.O. Box 2000, 180 
Kent St., Charlottetown, Prince Edward 
Island, Canada C1A 7N8. 


QUEBEC 
Quebec Industrial Development 
Corporation (QIDC) 


QIDC offers financial assistance to 
manufacturing projects in compliance with 


the industrial policies of the Quebec Ministry 
of Industry and Commerce. Long-term 
financing of capital costs, reduced rates of 
interest and shared equity in manufacturing 
projects, are available. These forms of 
financial assistance are offered to most 
sectors of industry in Quebec by QIDC 
together with direct government grants 
offered by DREE’s specially-designated zone 
in Montreal. Contact: Quebec /ndustrial 
Development Corporation, 1126, Chemin 
Saint-Louis, Room 700, Sillery, Quebec, 
Canada G71S 17E8. 


Quebec Ministry of Industry and 
Commerce 


An industrial financing fund to encourage the 
development of small plants through fiscal 
abatement at the accrued rate of 25% 
annually and a tax rebate to encourage 
regional industrial development for the 
general industrial sector is available in 
addition to QIDC development assistance 
programs. (See listing above). The costs of 
exporting Quebec-manufactured products 
are supported by interim financing. The 
ministry also contributes financially to the 
organization of trade missions, feasibility 
studies and market surveys, promotes 
manufacturing under foreign licenses, 
conducts regional labour surveys, and studies 
problems related to industrial productivity, at 
the request of potential investors. The 
ministry maintains permanent economic 
delegations in New York, Boston, Chicago, 
Dallas, Los Angeles, Toronto, Brussells, 
Dusseldorf, London, Milan, Paris, and Tokyo. 
Contact: Quebec Ministry of Industry and 
Commerce, Industrial Promotion Directorate, 
Place Ville-Marie, Suite 2300, Montreal, 
Quebec, Canada H3B 3M6. 


SOQUEM, SOQUIM, SOQUIP, 
SOQUIA, REXFOR 


These Quebec-government-owned societies 
are involved in financial participation in joint 
ventures with Canadian or foreign private 
sector investors in the mining sector 
(SOQUEM), oil and gas (SOQUIP), 
agriculture and food industries (SOQUIA) and 
forestry (REXFOR). Contact: Quebec 
Ministry of Industry and Commerce, 
Industrial Promotion Directorate, Place Ville- 
Marie, Suite 2300, Montreal, Quebec, 
Canada H3B 3M6. 


SASKATCHEWAN 


Saskatchewan Economic Development 
Corporation (SEDCO) 


Provides mortgages up to 20 years, loan 
guarantees, venture capital and industrial 
land for lease or sale. Contact: 
Saskatchewan Economic Development 
Corporation, 1106 Winnipeg St, Regina, 
Saskatchewan, Canada S4R 6N9. 
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The Enterprise 
Development 
Program (EDP) 


Objective 


The Enterprise Development Program 
(EDP) of the Canadian federal Department of 
Industry, Trade and Commerce is designed to 
enhance the growth in the manufacturing 
and processing sectors of the Canadian 
economy by providing assistance to selected 
firms to make them more viable and 
internationally competitive. 


The program is mainly to assist smaller 
and medium-sized firms to undertake 
relatively high risk projects. Risk is assessed 
in relation to the overall resources of the firm, 
and projects must be viable and promise 
attractive rates of return on the total 
investment. 


The EDP is administered by the Enterprise 
Development Board and 10 regional 
Enterprise Development Boards which report 
to Cabinet through the Minister of Industry, 
Trade and Commerce. 


The EDP uses the corporate approach and 
attempts to examine all the problems and 
risks facing a firm at each of the following 
phases of a product's life cycle: 


concept 
development 
pre-production 
production 
marketing 


The program’s intent is to identify present 
and future requirements for assistance and to 
tailor one or more forms of assistance under 
EDP, together with other government 
assistance programs and private sector 
financing, into a financing package suitable 
to the applicant company needs. 


Replaces previous programs 


In April 1977, several of the Industry, 
Trade and Commerce Department's 
development and incentive programs were 
restructured and further decentralized. The 
EDP replaces the department's previous 
innovation and adjustment assistance 
programs: Program for the Advancement of 
Industrial Technology (PAIT), Industrial 
Design Assistance Program (IDAP), and the 
Productivity Enhancement Program (PEP), 
Automotive Adjustment Assistance (AAA), 
Footwear and Tanning Industries Assistance 


Program (FTIAP) and the Pharmaceutical 
Industries Development Assistance Program 
(PIDA). EDP combines the basic features of 
these previous programs. 


Types of assistance 


The following forms of assistance are 
available to both Canadian and eligible non- 
Canadian investors: 


® shared cost programs to develop 
proposals for projects eligible for 
assistance; 


@ shared cost programs to study market 
feasibility: 


®@ shared cost programs for industrial design 
projects; 


® shared cost programs to study productivity 
improvement projects: 


© shared cost programs for innovative 
projects; 


© special purpose forms of assistance such 
as surety bond guarantees and footwear or 
tanning industries assistance; 


@ loans and loan insurance for restructuring 
(plant expansion, equipment changes, 
working capital, etc.). 


Who is eligible 


The orientation of the program is towards 
smaller and medium-sized firms engaged in 
manufacturing or processing activities. 


Firms in the service sector are, under 
limited circumstances, also eligible provided 
that the provision of services provides direct, 
tangible and significant benefit to firms 
engaged in manufacturing or processing. 


Each of the various forms of assistance 
listed above has specific eligibility criteria 
which, in general terms, might be described 
as follows: 


@ the firm and the project must be viable; 

® for loans and loan insurance, the firm must 
be unable to obtain financing on 
reasonable terms; 

® for grants, the project must represent a 
significant burden to the firm in respect of 


its resources; 


@ the firm should be incorporated in Canada. 
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Books 
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Storm Over the Multinationals: The Real Issues 


by Raymond Vernon 
Cambridge, Mass.: Harvard University Press, 1977 


The last decade has produced a great deal 
of literature on the multinational enterprise 
and its relationships with governments. 
Storm Over the Multinationals: The Real 
/ssues attempts to put all the evidence — 
and the polemics — in some perspective. 
While the book contains little that is new — 
it is essentially a synthesis of almost all 
recent studies — its comprehensiveness and 
balance make an important contribution to 
the discussion. 


The book, which was written under the 
auspices of The Centre for International 
Affairs and the Graduate School of Business 
Administration, Harvard University, examines 
the characteristics and operating strategies 
of MNEs, showing how they have evolved, 
multiplied and gained strength. But the 
characteristics that give them their vitality 
and strength also make them a focus of 
concern, and these concerns are examined in 
the second part of the book. 


Book list 


The author concludes that multinationals 
are often mistakenly believed to limit national 
autonomy and thereby to thwart national 
objectives. The fact of the matter, in his view, 
is that the growing interdependence of 
national economies, due to increased 
efficiency in international communication, is 
the root of the problem. To the extent that 
this is so, he points out, nothing would be 
changed by limiting — or eliminating — the 
multinationals. 


However, there are some problems that 
arise directly from the transnational structure 
of enterprise. According to the author, these 
stem mainly from the fact that the 
multinational is exposed simultaneously to 
several national jurisdictions. When each 
state tries to use the multinational network to 
further its own industrial policies there is 
bound to be conflict and frustration. The 
solution he puts forward is that national 
governments should co-operate more 
effectively to ‘‘disentangle” national 


jurisdictions. They should set limits on the 
application of their laws or agree to a 
common approach in such fields as taxation 
or restrictive business practices. 


The author does not see any evidence that 
states are ready to build a co-operative 
international regime that would be fair to 
both the national state and the multinational 
enterprise. He regards the initiatives taken so 
far — the disclosure program of the UN 
Centre for Transnational Corporations and 
the OECD Voluntary Code — as “trivial in 
relation to the issues.’ But he is hopeful that 
the necessity for concerted action may yet 
find greater recognition and expression. 


— Joan Gherson 


Joan Gherson is an economist with the Research and 
Analysis Branch of the Foreign Investment Review 
Agency and a contributing editor to Foreign Investment 
REVIEW. 


International business 


Storm Over the Multinationals: the Real 
Issues 

Vernon, Raymond 

Cambridge, Mass.: Harvard University Press, 
1977 


A study of the factors involved in the 
growth of multinational enterprises and an 
exploration of the causes of tension between 
multinationals and national institutions. 


Concentration in Modern Industry 
Hannah, Leslie and Kay, J.A. 
London: The MacMillan Press Ltd., 1977 


An analysis of the growth in power and 
impact of large organizations in British 
manufacturing and suggestions for public 
policy on mergers. 


Acquisitions and Mergers: 

Government Policy in Europe 
Chiplin, Brian and Lees, Dennis 
London: Financial Times, 1976 


A description of the economic effects of 
mergers and of trends in government policy 
towards mergers in the United Kingdom, the 
European Community and other regions. 


Energy 


The Politics of Energy: 

The Emergence of the Superstate 
Evans, Douglas 

Toronto: MacMillan of Canada, 1976 


A comparative study of energy policies of 
the United States, the European Community, 
the Soviet Union, China and Japan. 


Alternative Energy Strategies 
Hagel, John 
New York: Praeger Publishers Inc., 1976 


A summary of the current status and 
future direction of research and development 
in energy, especially in non-conventional 
sources of energy, and of alternative energy 
strategies for the United States, Western 
Europe and Japan. 


Oil and Natural Gas Resources of Canada, 
1976 
Oil Sands and Heavy Oils: The prospects 
Department of Energy, Mines and Resources 
Ottawa, 1977 
* Catalogue No. M23-12 77-1 and 2 
(2 vols.) $3.00 Canada, $3.60 outside 
Canada. 


This study estimates oil and gas reserves 
in Canada for both conventional oil and gas 
and non-conventional oil sands and heavy 
oils. The second volume provides an 
interpretation of the information on non- 
conventional oils and examines their 
production prospects. 
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corporations, Corporation law 


} 


Jecision Making and Planning for the 
Sorporate Treasurer 

sierman, Harold Jr. 

Jew York: John Wiley & Sons, 1977 


An interpretation of the current state of 
he art in investment and financial decision- 
naking as it affects the corporate treasurer. It 
overs working-capital decisions, capital 
udgeting, performance measurement, 
apital structures, and mergers and 
cquisitions, including valuation of a 
rospective acquisition. 


‘anadian Business Corporations 
acobucci, Frank; Pilkington, Marilyn L. and 
richard, J. Robert S. 

gincourt, Ontario: 

anada Law Book Limited, 1977 


) 


_ An analysis of recent Canadian legislative 
2velopments, both federal and provincial, 
fecting incorporation, classification of 
»rporations, corporate capacity and finance, 
ghts of shareholders and powers of 
irectors and also some aspects of business 
imMbinations. 


OO 
‘anada — Economy, Business 


j 


lanaging Canada’s Renewable Resources 
lueger, Ralph R. and Mitchell, Bruce 
(ditors) 

‘ronto: Methuen Publications, 1977 


, Readings on resource-management 
foblems and case studies on the 
ranagement of specific Canadian land and 
vater resources. 


\ineral Industry Trends and Economic 
Oportunities 

[partment of Energy, Mines and Resources 
Ctawa, 1976 

“catalogue No. M38-2/158 

3.00 Canada, $2.50 outside Canada 


‘A study of Canadian mineral trends, 
i:tors affecting mine output and growth 
Stions for mining in Canada. 


The Ontario Economy 1977-1987 
Foot, David K. and others 


Toronto: Ministry of Government Services, 
1977 


A study prepared by the Institute for Policy 
Analysis, University of Toronto, for the 
Ontario Economic Council. 


The determinants of leisure demand and 
the prospects for leisure 

Department of Industry, Trade and 
Commerce 

Leisure Products and Crafts Division 


** Ottawa, 1976 


An analysis of the market for leisure 
products in Canada. 


Location Policies and Practices in Canada 

Wong, Kenneth B. and Halpin, J. Gary 

Ottawa: The Conference Board in Canada, 
1977 (Canadian Studies No. 44) 


A study of kinds and amounts of 
assistance given by firms in Canada to 
employees who are required to re-locate. 


The Film Industry in Canada 

Bureau of Management Consulting Services 
Department of Supply and Services 

Ottawa, 1977 

** Catalogue No. $32-53/1977 


A profile of the Canadian film industry and 
the market for film products in Canada. 


Canadian Marketing: A Casebook 
Approach 

Banting, Peter M. 

Toronto: McGraw-Hill Ryerson, 1977 


Explores a wide range of marketing topics, 
using authentic company experience. 


The Corporate Marketing Function: An 

Overview 

Caldwell, G. T. 

Ottawa: The Conference Board in Canada, 
1977 (Canadian studies, No. 42) 


A description of the corporate marketing 
function in Canada, based on a survey of 179 
corporations. 


Which Way Ahead? Canada After Wage 
and Price Control 

Walker, Michael (editor) 

Vancouver, B.C.: Fraser Institute, 1977 


Contributions on the subject from a 
number of specialists. 


Canadian Federal Government Services to 
Business 

Department of Industry, Trade and 
Commerce 

** Ottawa, September 1977 


A description of all federal programs and 
services available to business and whom to 
contact for further information or assistance. 


Small Business: Building a Balanced 
Economy 

Peterson, Rein 

Erin, Ontario: Press Porcepic, 1977 


A comprehensive study of the function 
and role of small business in Canada and 
recommendations for a federal government 
policy for small business. 


Acquisitions and Mergers in Canada (2nd 
edition) 

Morin, Desmond B. and Chippendale, Warren 
(editors) 

Toronto: Methuen Publications 1977 


Contributions on the subject from a 
number of specialists. 


Doing Business in Canada 

Newberger, Edward L. (editor) 

New York: Mathew Bender for New York 
University, International Institute on Tax and 
Business Planning 1975 


Business and Government in Canada, 
Selected Readings 

Rea, K. J. and McLeod, J. J. 

Toronto: Methuen Publications 1976 


To order this book, send a cheque or money order in 
Canadian funds made out to. The Receiver General for 
Canada, and mail, together with title, author and 
Catalogue Number to. Printing and Publishing Centre, 
Supply and Services, Canada, Ottawa, Canada 
K1A OS9 


** Available free from issuing Department. 
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Statistical tables 
eee 


QUARTERLY TABLE | — SUMMARY 
FIGURES REVIEWABLE ACQUISITION CASES 
1976 1977 
second third fourth first second third 
quarter quarter quarter quarter quarter quarter 
Total 42 45 58 41 60 80 
Industry 
Primary 3 4 3 3 2 4 
Manufacturing 25 28 29 16 Dy], 28 
Construction and services 14 13 26 22) 31 41 
Country of control 
United States 2u/ 28 40 25 40 55 
United Kingdom 4 7 8 10 10 g 
Other Europe 10 8 i) 6 4 16 
All other 1 2 1 — 6 = 
REVIEWABLE NEW BUSINESS CASES 
1976 1977 
second third fourth first second third 
quarter quarter quarter quarter quarter quarter 
Total 51 64 61 62 93 86 
Industry 
Primary 4 3 5 3 6 8 
Manufacturing Ig le V7 16 25 2 
Construction and services 28 44 39 43 62 49 
Country of control 
United States 25 Bi 28 35 48 52 
United Kingdom 7 i 6 5 8 6 
Other Europe 16 Ue 23 AS 24 21 
All other 3 9 4 Y/ 10 7 
Res ae ee ee ee 
ANNUAL TABLE 2 — OUTCOME OR STATUS 
FIGURES REVIEWABLE ACQUISITION CASES 
1974t 1975 1976 
Reviewable new cases 102 166 171 
Carryover from previous period = 51 55 
Total of above 102 oe 226: 
Total resolved 51 162 159- 
Allowed 33 116 124: 
Disallowed 9 24 19 
Withdrawn 9 25 16 
Carried over to next period 51 55 67 
Allowed cases as percent of resolved 65% 72% 78% 
es SecA Be ee a I a a a a a 
REVIEWABLE NEW BUSINESS CASES 
S75 1976 
Reviewable new cases 6 196 
Carryover from previous period = 6 
Total of above 6 202 
Total resolved — 142 
Allowed 115 
Disallowed — 9 
Withdrawn a 18 
Carried over to next period 6 60 
Allowed cases as percent of resolved 81' 


T Provisions for review of acquisitions came into force April 9, 1974 
* Provisions for review of new businesses came into force October 15, 1975 
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TABLE 3 — COUNTRY OF CONTROL 
a ek ee ee ee ie ST ot 


REVIEWABLE ACQUISITION CASES 


1974 ¢t 1975 1976 
Total 102 166 171 
United States 61 116 109 
United Kingdom 21 1S 23 
Other Europe }!S 27 33 
Belgium 1 2 1 
France 3 6 6 
Germany, West 5 2 10 
Italy — 2 1 
Liechtenstein 2 2 a 
Luxembourg oo — 3 
Netherlands — 5 — 
Norway oo 1 — 
Sweden — 2 9 
Switzerland 4 5 4 
All other 5 8 5 
Australia 2 1 = 
Bermuda — 2 1 
Japan 5) 2 3 
Others 1 3 1 
Allowed cases as percent of resolved % % % 
United States 64 74 74 
United Kingdom 70 76 78 
Other Europe 67 57 ay 
All other 50 33 50 


Tt Provisions for review of acquisitions came into force April 9, 1974. 


REVIEWABLE NEW BUSINESS CASES 


S752 1976. 
Total 6 196 
United States 4 90 
United Kingdom — WP, 
Other Europe 1 63 
Belgium —_ 1 
Denmark pom 5 
Finland oa 1 
France — 9 
Germany, West _ 22 
Italy 1 9 
| Liechtenstein = 2 
Luxembourg a — 
Netherlands — 2) 
Norway — — 
Spain — 1 
Sweden =— 3 
Switzerland — 8 
All other 1 20 
Australia 2 
Hong Kong — 3 
India 3 
Japan = 4 
Others 1 9 
Allowed cases as percent of resolved % % 
United States == ve 
United Kingdom = 93 
Other Europe == 82 
All other _ 95 


ee a ee eee nee eee ee ee ee 
* Provisions for review of new businesses came into force October 15, 1975. 
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TABLE 4 — INDUSTRIAL SECTOR 


REVIEWABLE ACQUISITION CASES | 


+ Provisions for review of acquisitions came into force April 9, 1974 


1974T 1975 19768 
Total 102 166 171, 
Primary 15 18 15 
Agriculture 2 — 25 
Forestry 3 1 — 
Fishing and trapping = 1 == 
Mines, quarries, oil wells 10 16 13 
Manufacturing 47 82 93 
Food and beverage 5 10 9 
Tobacco products 1 1 —G 
Rubber and plastic products 2 2 3 
Leather 1 1 1 
Textiles 2 — 2 
Knitting mills 1 1 —_ 
Clothing == 2 14 
Wood 5 6 24 
Furniture and fixture — 2 4 
Paper and allied 1 2 19 
Printing, publishing, and allied = 3 1 
Primary metal —- 3 7 
Metal fabrication 22 6 12 
Machinery 5 et 4a 
Transportation equipment 8 6 39 
Electrical producis 1 9 11 
Non metallic mineral products 8 3 9 
Petroleum and coal products la = 2 
Chemical 3 11 15 
Miscellaneous 2 3 6 
Construction and services 40 66 63m 
Construction 2 2 oe 
Transportation, communication, utilities 6 6 94 
Trade 18 Bi 38 
Finance, insurance, real estate 10 14 8 
Community, business, personal services 4 ic) 
| 


i 


REVIEWABLE NEW BUSINESS CASES 


iSiba 1976 
Total 6 196 
Primary = 12 
Agriculture — 2 
Forestry = —— 


Fishing and trapping — _— 
Mines, quarries, oil wells — ¢) 
Manufacturing 2 67 
Food and beverage — 3 
Tobacco products aS — 
Rubber and plastic products _ 3 
Leather — = 
Textiles _ 2 
Knitting mills = = 
Clothing _ 2 
Wood — 2 
Furniture and fixture 1 2 
Paper and allied — 1 
Printing, publishing, and allied a — 
Primary metal = 5 
Metal fabrication 1 10 
Machinery — 5 
Transportation equipment “= ] 
Electrical products — 7 
Non metallic mineral products == 3 
Petroleum and coal products — = 
Chemical == 6 
Miscellaneous — 14 
Construction and services 4 Wig 


Construction a 4 
Transportation, communication, utilities 
Trade 

Finance, insurance, real estate 
Community, business, personal services 


ar 
[op) 
@ 


Provisions for review of new businesses came into force October 15, 1975 


‘ 
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Canada welcomes foreign investment 


Prime Minister Pierre Trudeau has made 
it ‘‘quite clear that foreign investment is 
welcome in Canada, that we need it, that 
we want it and that we hope it will come.” 
In answer to questions on Canada’s 
foreign investment policies following his 
address to some 2,000 leading 
businessmen and bankers at a meeting of 
the prestigious Economic Club of New 
York in March, Trudeau explained that 
Canada welcomed foreign investment 
with one proviso: ‘We hope it will be not 
only to the benefit of the foreign investors 
but also to the benefit of Canadians.’’ The 
Prime Minister pointed out that many 
countries apply this concept through their 
policies, regulations, and behaviour. “The 
difference between us and most other 
countries is that we put the rules out there 
to be seen and known by all... The tests 
we put forward are so self-evident that it is 
difficult to see why anyone would quarrel 
with them,”” he added. 


LEGISLATION 


Revised Competition Bill 


The Canadian government recently 
presented its revised Competition Bill to 
the House of Commons. If the proposed 
amendments are passed Canada will have 
a new competition-regulating mechanism 
that should improve industrial efficiency 
and open the way for structural reforms of 
the Canadian economy. 


The proposed legislation is a clear 
departure from the policies which have 
been in effect since the beginning of the 
century. The Bill introduces new criteria 
concerned with the allocation and effec- 
tive use of resources. The proposed 
amendments would eliminate from the 
existing law a number of constraints that 
many businessmen have described as 
stumbling blocks to structural reform. 


The new legislation provides for a civil 
review process for some business prac- 
tices, such as mergers, specialization 
agreements and monopolistic practices. 
The reviewing agency would be a 
Competition Board which, if the Bill 
becomes law, will have authority to issue 
prohibiting orders against certain types of 
anti-competitive business behaviour. The 
circumstances under which such orders 
could be issued are clearly spelled out in 
the legislation. 


One of the chief differences between 
the new Bill and an earlier version 


presented last year is that the Governor- 
in-Council would now be given the power 
to rescind a Competition Board's 
prohibiting order involving a merger, a 
specialization agreement, or monopolistic 
practices. 


In the case of mergers the Board would 
be called on to review only if the com- 
bined share of the market of the merging 
companies exceeded 20%. A merger 
could be approved in advance, under cer- 
tain conditions. Joint ventures could be 
considered as mergers when the joint ven- 
ture was implemented through the incor- 
poration of a new company. 


In essence, the Board would have to 
issue a prohibiting order in any case where 
the proposed merger would cause, or 
might cause, a substantial reduction in 
competition. However, in cases where the 
proposed merger would bring about real 
cost savings or obvious gains in efficiency, 
the Board would not be empowered to 
stop it even if it involved a lessening of 
competition. An injunction might impose 
certain conditions, such as a reduction in 
customs duties, or the liquidation of some 
of the assets of the company. 


Under existing legislation specialization 
agreements are prohibited under the 
criminal law. The new Bill proposes to 
make such agreements a matter for review 
by the Competition Board — a measure 
which should stimulate rationalization of 
many Canadian firms. At present the law 
stipulates that conspiracy to limit competi- 
tion “unduly” is subject to criminal 
charges, even if the result would be of 
economic benefit to the country. The new 
Bill proposes that two or several firms 
might ask the Board to authorize an agree- 
ment made among themselves by which 
each might specialize their production. If 
the Board decided that the agreement was 
economically justified, it could exempt the 
firms involved from charges they might 
otherwise have to face. 


The revised Bill maintains the criminal 
sanctions against monopolies if they 
operate against the public interest, and 
authorizes the issuing of injunctions 
against certain business practices if they 
do not increase efficiency and produc- 
tivity. The Board would have the power to 
order the dissolution of the company or 
the liquidation of some of its assets. 


LABOUR RELATIONS 


Labour negotiations in 1978: the outlook 


The gradual removal of wage and price 
controls scheduled to begin in April 1978 


will not set off a flurry of high wage 
demands by Canadian unions, according | 
to most Canadian economists and most | 


labour and government spokesmen. 


With the rate of unemployment above | 
8% and extensive layoffs in some areas of © 
business, both union and management 
negotiators, it is expected, will make every 
effort to keep 1978 wage demands 
moderate. On the whole it appears that in- 
creases will range from 7% to 8%, much 
the same as in 1977. Labour Canada 
reports that the average increase in wages 
last year moderated by about 0.5% each 
quarter, reaching a low of about 7% by the 
end of the year. These figures are based on 
an analysis of collective agreements affect- 
ing 500 or more workers. 


Over and above this distinct moderation | 
in wage demands by Canadian unions, 
Labour Canada reports a sharp drop in the 
amount of time lost through strikes in 
1977. In the period between 1972 and 1976 
the time lost broke new records each 
year: in 1976 work stoppages caused a loss 
of 11.6 million man days. Last year the 
statistics were more encouraging, with 
time lost down to just over 3 million work 
days for the first 10 months. 


1978 will be a busy year for negotiators, 
since 440 major agreements affecting 
nearly 900,000 employees — about the 
same number as last year — will come up 
for renewal. Some 300,000 union 
members, at present subject to wage con- 
trols, will re-negotiate their contracts. 


The sectors that will be most involved in 
negotiations are transportation, com- 
munications, and the public service. The 
pulp and paper industry and mining also 
face a busy year, but in these areas it seems 
likely that bargaining will be more con- 
cerned with job security than with wage 
considerations. 


By far the most important labour con- 
tracts to be settled this year are those in- 
volving public servants and such govern- 
ment employees as hospital workers, 
teachers, etc. In the government sector 
alone about 215,000 federal and provincial 
public servants and about 160,000 public 
sector employees are affected. The 
provincial governments of Alberta, 
Manitoba, Ontario, and Quebec all have 
to go to the bargaining table with their 
employees, and the federal goverment 
will renegotiate the contracts of some 
23,000 workers. 


Several governments have already an- 
nounced their forthcoming wage policies. 
Recently the finance ministers committed 
themselves to an anti-inflation wage policy 
for the public sector. The ministers are 
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taking the principle of “comparison with 
the private sector” as a standard basis for 
public service salaries. 


A study published recently by the 
Economic Council of Canada confirms the 
influence of market conditions on the 
determination of wages paid in the private 
sector. Based on major collective 
agreements reached between 1967 and 
1975, the study points out that “wages in 
he private sector of the economy have 
2volved in strict accordance with present 
narket forces and with the desire of 
vorkers to protect their real income as 
nuch as possible.” The study goes on to 
slaim that wages in the private sector have 
jot increased the rate of inflation in the 
‘country. 


_ The authors conclude, however, that 
yublic sector wages, clearly more sensitive 
o inflation, have in fact increased the rate 
f inflation. Without going into details 
bout what they feel would be an ap- 
ropriate wage policy, they emphasize 
nat ‘wage settlements in the private sec- 
or will be more easily reached if they are 
ot regularly subjected to pressures of 
omparison with overly generous 
attlements made in an important public 
isetor.”’ 


NERGY 


) 


ew oil discoveries in Alberta 


The most important oil discoveries in 
estern Canada in more than 10 years — 
i the West Pembina area of Alberta — 
ive recently been confirmed by Chevron 


‘andard Ltd. of Calgary and Placer 
2velopment Ltd. of Vancouver. 


Chevron Standard disclosed that one of 
six discovery wells (the Nairb A-11) has, 
testing, demonstrated a production 
pacity of at least 3,180 barrels a day of 
3h-quality crude. The six discovery wells 
dresent six separate fields. 


Meanwhile, one of the discovery wells 
dorted by Placer Development has been 
‘ted at 2,878 barrels a day. 


All together, about two dozen oil and 
tural gas discoveries have been 

»orted or rumoured in connection with 
Is region during the past year — and in- 
sasingly indicate a major new source of 
troleum in Western Canada. 


\ 
\ 


ECONOMY 


Consumer confidence rises 


According to a survey conducted in 
December on behalf of the Conference 
Board in Canada, consumer confidence in 
Canada improved considerably in the 
fourth quarter of 1977. The seasonally 
adjusted index of consumer attitudes rose 
from 83.5 in the September survey to 93.2 
— the highest level since mid-1974. This 
brings an end to the downtrend in con- 
fidence that occurred during the previous 
four quarters. 


The Conference Board reports that this 
increase coincides with the turnaround in 
the Canadian economy in general, as well 
as in Consumer spending in particular, in 
the second half of 1977. 


The Conference Board also reports that 
the increase in the confidence index in the 
fourth quarter was accompanied by 
stronger consumer buying intentions than 
earlier in the year. Although consumers 
remain cautious, the Conference Board 
suggests that there is an increased 
willingness to undertake a major outlay. 


The results of the survey confirm the 
Conference Board’s forecasts concerning 
consumer spending. The Conference 
Board predicts that consumer spending 
will support modest recovery in 1978, aid- 
ed by the $700 million tax cut in the first 
quarter and a steadily declining saving rate 
throughout 1978. 


New security issues 


Although new Canadian bond issues 
were, on the whole, down somewhat in 
1977 from the record level of 1976, issues 
sold in Canada rose while those sold in 
other countries fell. The change of pattern 
resulted mainly from a decline in Cana- 
dian interest rates which, coupled with an 
increase in U.S. and other interest rates, 


greatly narrowed the spread between 
Canadian and foreign rates. 


According to estimates recently pub- 
lished by the Bank of Canada, new 
bond issues by Canadian provinces, 
municipalities, and corporations declined 
to $14.2 billion in 1977 from $16 billion in 
1976. Canadian-dollar issues sold in 
Canada rose to $8.7 billion from $7.3 
billion, while U.S.-dollar issues sold in the 
United States dropped sharply to $2 billion 
from $5.4 billion. 


Canadian bond issues sold outside 
North America were down moderately in 
1977, at $2.6 billion compared with $3.3 
billion the previous year. However, while 
those bonds issued in Canadian and 
American Euro-dollars were down sharply 
to $1.5 billion from $2.9 billion, those 
issued in some of the “harder” foreign 
Currencies were actually up noticeably to 
over $1 billion from $404 million. The 
depreciation of the U.S. dollar, the greater 
depreciation of the Canadian dollar, and 
the uncertainties related to these 
developments enhanced the attractive- 
ness of Canadian issues drawn up in 
Swiss francs, German marks, and Japanese 
yen. 


An interesting feature in the issuing of 
new securities by Canadian corporations is 
that the issuing of preferred stock rose 
sharply in 1977. Some analysts estimate 
that new issues of preferred shares 
jumped to about $2.4 billion in 1977 from 
less than $900 million in 1976. An advantage 
to corporations in issuing preterred snares 
rather than bonds was that it enabled 
them to achieve lower debt-equity ratios 
than if they had issued bonds. 


To explain the overall decline in new 
Canadian bond issues, then, one might 
point to the shift in corporate security 
issuing towards preferred shares, the 
restraints on the spending of provincial 
governments, and the fact that the latter 
did some borrowing in 1976 which an- 
ticipated their needs in 1977. 


CORRECTION 
Ontario’s land transfer tax 


The previous (Winter) issue of Foreign Investment REVIEW reported incorrectly on 
page 4 regarding an amendment to the province of Ontario’s Land Transfer Tax Act 


1974. 


A correct report on the amendment is as follows: 


The amendment permits non-resident persons to acquire, exempt from the 20% 
rate of tax, land that is defined as ‘‘unrestricted”. 

Unrestricted land will include all land zoned for commercial or industrial use and 
all land having a residential assessment under The Assessment Act or that is in use for 
commercial, industrial or residential purposes. 


Unrestricted land will not include land that is assessed or used as farm land, 
recreational land or woodlands. 
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ST ARSE LL LT 


The capital bill 
for energy 
development 


by David W. Scrim 


David W. Scrim is with the Financial and 
Corporate Analysis Branch of the Department 
of Energy, Mines and Resources. 


Since it is widely known that huge 
amounts of capital will be needed for 
future energy development in Canada, 
there has been some concern over 
whether the required funds can be 
successfully raised and allocated through 
the capital markets without imposing 
strains and distortions on other economic 
sectors in Canada. This paper examines 
the historical pattern of energy financing, 
summarizes the expenditure outlook for 
the 15-year period 1976-90, and offers a 
view on the concern about the economy’s 
capacity to handle future energy and 
energy-related investments. 


The energy supply picture in Canada has 
worsened dramatically in the last few 
years. Although the West Pembina dis- 
covery appears to be a major oil deposit, 
the oil reserve base in western Canada has 
been steadily declining during the past ten 
years. Also, frontier exploration, par- 
ticularly for oil, has not been very 
encouraging. Meanwhile, costs for non- 
conventional energy development have 
escalated rapidly. 


These deteriorating energy supply pros- 
pects in the face of continued growth 
of energy demand prompted the federal 
government, in 1975, to adopt a policy 
objective of energy self-reliance. In 
relation to that objective, this paper 
examines a plausible energy supply 
scenario and discusses the financial 
requirements and implications for each of 
the major energy sectors and for the 
Canadian economy. Some consideration is 
given to the roles that foreign capital 
might play. 


A much more detailed studv of these 
subjects, entitled Financing Energy 
Self-Reliance, has been published this year 
by the federal Department 
of Energy, Mines and Resources. 


Energy strategy — a brief review 


The federal government's 1975 policy 
paper An Energy Strategy for Canada, 
which established the policy objective of 
self-reliance — that is, of supplying 
Canadian energy requirements from 
domestic resources to the greatest 
possible extent — recognized that two 
factors would be particularly critical to the 
achievement of this objective: a speed-up 
of exploration and development and a 
rise in prices of domestic oil and natural 
gas towards international levels. 


The price increase is crucial, for if the 
real domestic as well as the internation- 
al price of oil continues to rise, the oil 
sands, the heavy oils, and the improve- 
ments in conventional recovery techniques 


could offer a clear route to reduced de- 
pendence on foreign oil. Conservation 
methods and inter-fuel substitution could 
also help, of course, to ease the prob- 
lems of future oil and natural gas supplies. 


Table 1 shows the energy supply sce- 
nario that is the basis of the capital 
requirements outlined in the following 
discussion. The total energy capital bill of 
$181 billion (all dollar figures in this article 
are constant 1975 dollars unless otherwise 
stated) is similar to the forecast provided 
in the “strategy” document. However, 
it deviates in several important aspects: 
the estimated expenditure for frontier 
development is much more conservative, 
with only one gas pipeline forecast for 
the period; non-conventional oil supplies 
are significantly increased; and demand 
for electricity is estimated to grow at 7% 
rather than 5% a year. 


Petroleum (oil and natural gas) 
investment 


During the 30-year period 1947-76, 
which is generally spoken of as the 
development period for the petroleum 
producing industry, about $20 billion was 
spent on exploration and development in 
Canada. During the same period the 
industry generated net cash flow (after 
operating costs and royalties) of some $25 
billion. It is only in recent years — in about 
the past 10 years — that these surpluses 
have emerged, as shown in Chart 1. 


Exploration for, and development of, 
crude oil and natural gas in Canada was 
characterized by initial equity contri- 
butions from predominantly foreign- 
owned petroleum companies. Additions 
to reserves were then financed in- 
ternally through revenues generated by 
existing production. Chart 2 summarizes 
the sources and uses of funds of the 
petroleum industry during the 15-year 
period 1960-75. The refining and 
marketing sectors are excluded because 
analysis does not suggest any significant 
funding problems. 


After the Western basin was opened for 
development, smaller entrants into the 
industry were financed through new share 
issues. The subsequent discoveries of 
these companies were often either sold off 
or developed jointly with major firms. 
These were necessary recourses for small 
firms because they usually found it 
difficult to obtain debt financing for re- 
source investments. In any event, small 
firms tended to be more attracted to the 
higher-risk exploration ventures, where 
successes brought very large payoffs. 
Development of proven reserves was the 
more attractive to the large, integrated 
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companies, who were concerned with 
assured supplies. Over time, ownership of 
reserves was concentrated in the hands of 
a relatively small number of large firms. 
The smaller firms, however, performed an 
important and innovative role in providing 
the technical expertise. 

At the end of 1975, total assets of the 
petroleum industry were approximately 
$20 billion. Debt outstanding was $2.5 
billion, and common and preferred share 
subscriptions amounted to $3.5 billion. 


_ The pattern for future petroleum 
development is changing dramatically. 
Major resource undertakings will give rise 
to an unprecedented demand for funds. 


i 


i 


Heavy oil projects, tar sands, and frontier 
ventures will challenge the financial 
‘esources of even the most powerful 
multinationals. Total capital requirements 
for conventional and non-conventional 
detroleum developments during the 
oeriod 1976-90 are estimated at about $40 
dillion in constant 1975 dollars (see Table 
|). The outlay for oil sand and heavy oil 
Jevelopment alone could total almost $15 
dillion during this period. 


_ The potential reserves of gas and oil in 
Canada’s north and in the Atlantic 
offshore, plus the billions of barrels of 
droven oil-sand reserves, offer a potential 
olution to Canada’s supply problems. In 
nany cases, technological changes, 
avourable prices, fiscal incentives, and 
ew financing techniques may be 
1ecessary to make the investment 
‘commercially attractive to private 
nvestors. The federal and provincial 
jovernments seem distinctly willing to 
0-operate with industry to promote an 


CHART 1 

(OTAL REVENUE AND EXPENDITURE 
‘ETROLEUM PRODUCING INDUSTRY * 
947-1976 


billions of current dollars) 


1947 1950 1955 1960 1965 


* Excludes refining and marketing. 


Table 1 
Canadian Energy Supply Projections 1976-1990 


Oil Natural gas Coal Electricity 

Conventional Oil sands & heavy oil Conventional Frontier (millions of (capacity in 

Year (Saas thousands of barrels daily.....) (millions of cubic feet daily) tons per year) megawatts) 
1975: W ASI 43 6,900 = 27.7 59,540 
1980 1,472 258 8,150 = 44.9 79,100 
1985 1,136 432 8,565 1350) 80.5 111,100 
1990 736 1,012 6,475 3,750 118.1 151,800 


Capital requirements 
(millions of 1975 dollars) 


ee sssssssssssssSs— 


Conventional oil & gas_ Oil sands & 

Year exploration & development heavy oils Refining Pipelines Coal, Uranium __ Electricity TOTAL 
1976-80 8,320 2,345 1,430 4,955 780 24,400 42,230 
1981-85 8,700 6,775 1,035 14,545 1,485 36,190 68,730 
1986-90 6,260 5,650 1,340 6,265 990 49,410 69,915 
TOTAL 23,280 14,770 3,805 25,765 3,255 110,000 180,875 


ss Esc . aN : : CS : Fos ’ ~ 
Photo: Imperial Oil Ltd. 
CHART 2 


SOURCES AND USES OF FUNDS 
PETROLEUM PRODUCING INDUSTRY * 
1960-1974 


(billions of 1975 dollars) 


20 
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: 1970-74 
SOURCES CASH FLOW ee EXTERNAL 


EXPENDITURES: 


1970 1975 Y CAPITAL 
oe GH, EXPLORATION 


AND DEVELOPMENT 
* Excludes refining and marketing. 
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atmosphere favourable to the 
development of these resources. 


Projects such as the over-$2 billion 
Syncrude oil sands mining plant require 
unique relationships between govern- 
ment and industry in a common effort 
to resolve the technical and economic 
problems of non-conventional 
petroleum development. Syncrude 
may well be a prototype of diverse 
future developments where govern- 
ments and industry become partners, 
either directly or indirectly, in the fi- 
nancing of major resource ventures. 


As this pattern of development 
continues to emerge and as the size 
and complexity of the projects increase, 
the capital markets will be required 
to respond with innovative financing 
techniques. The associated risks of such 
projects are a concern to financial 
intermediaries, who are generally more 
familiar with substantial asset-backing for 
the projects in which they place funds. 
It will probably be necessary to 
accommodate the criteria of such 
investors by reducing the risk exposure — 
through diversification and more rigid 
debt-support mechanisms — and by 
increasing the investment attractiveness. 


Traditionally in Canada, large 
multinationals have combined with 
aggressive smaller risk-takers to form the 
core and provide the impetus for the 
petroleum industry in Canada. While this 
led to a high degree of foreign ownership 
in the industry, there is no doubt that 
Canada benefitted greatly from the 
development of these resources. 
Ownership of resources remains an 
important concern of governments in 
Canada, but recognition of the need for 
additional productive capacity in the 
future dictates a balanced approach 
designed both to attract foreign capital 
and to ensure a significant degree of 
domestic participation. 


Although the petroleum industry in 
Canada has sufficient cash flows to finance 
expected investment requirements, these 
cash flows will not always or automatically 
be invested in ways that governments 
in Canada might wish. It is for this reason 
that the government has introduced the 
Petroleum Corporations Monitoring Bill. 
This legislation will allow the Department 
of Energy, Mines and Resources to obtain 
relevant financial and other statistics 
from any significant company active in 
the petroleum industry. It must be 
emphasized that the development of 
Canada’s future resource base involves 
very high risks — geological, technical, 
and economic risks. The capacity to 
mobilize the necessary finances may well 
require a good deal of capital from abroad 
to complement the funds generated 
within the country. 


Pipeline financing 


In the past, the pipeline industry has 
relied heavily on bond financing. Only 
half the total funds needed by the industry 
were generated internally. Capital 
expenditure during the 15-year period 
1960-74 was about $8 billion, an amount 
which in the future would be the cost 
of only a single northern pipeline. The 
total bill for pipeline financing will de- 
pend on the amount of frontier explora- 
tion, the rate of discovery, and the devel- 
opment pattern under the given market 
conditions. The total bill could range from 
$17 billion to $28 billion. Although the 
current forecast assumes only one 
pipeline, it should be noted that the Polar 
Gas consortium has now applied to the 
National Energy Board for approval of a 
pipeline from the Arctic. The analysis 
herein assumes that regardless of which 
pipelines are built, only one frontier line 
will be constructed during the 1976-90 
period. 


Future financing of southern pipeline 
projects is expected to be done by 
traditional methods. Demand levels are 
predictable with relative certainty, 
supplies are proven, and so is the tech- 
nology. Thus, highly leveraged invest- 
ments — high debt-to-equity ratios — 
can be undertaken, with internal funds 
providing the required equity. 


Frontier pipelines will undoubtedly be 
more difficult to finance, because of the 
unprecedented risks they face. First is the 
risk that they will have to be built before 
sufficient reserves are found. Secondly, 


Photo: Energy, Mines and Resources 


there are technological problems such as 
those associated with the crossing of ice- 
laden deep water channels between the 
Arctic islands. Thirdly, there is the risk of 
cost overrun due to inflation and project 
design deficiencies. Finally, there is the 
risk that market demand for the high-price 
natural gas might be undermined by 
future low-cost supplies. These con- 
siderations have led the proponents of 
frontier pipelines to suggest an “all 
events’’ system of transmission rates — 
which would transfer virtually all the 
aforementioned risks to the producers by 
requiring the latter to agree to pay a tariff 
on minimum contract delivery volumes 
even if they are unable to deliver these 
volumes. The pipeline proponents have 
further suggested that government 
assistance might be required to attract 
sufficient capital. 

“Project financing” is likely to be the 
means utilized to raise the debt capital, 
with principal and interest payments to be 
met out of project revenues. Revenues 
would be guaranteed by an “all events’’ 
system of transmission rates as described 
above. It is likely that project financing of 
the multi-billion dollar northern pipelines 
will have to be handled by a consortium 
of both Canadian and foreign lending 
institutions which would syndicate 
the loans to domestic and international 
lenders. The magnitude of the debt 
financing required, and the limited 
number of institutions in Canada that 
would be willing and able to commit 
sizable funds to such an investment, will 
make essential a reliance on foreign 
financing. 
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Electrical utility financing 


_ The Canadian electrical utility industry is 
composed of a few major provincially 
owned crown corporations and a larger 
number of smaller private utilities. 
Historically, the utilities benefitted from 
rapid growth in demand which facilitated 
economies of scale and permitted real 
costs of electricity to fall. Financing 
problems were minor because the 
availability of provincial guarantees made 
utility bond issues virtually risk-free 
investments. Bond issues were by far the 
most important source of funds, since the 
orevalence of public ownership made 
equity issues almost entirely unnecessary. 


Utilities have, over the past 15 years, on 
the average operated with about 70% 
2xtetnal financing, a substantial portion of 
which was raised in the U.S. capital 
narket. If this debt-to-equity relationship 
$ maintained, approximately $77 billion of 
he total $110 billion required for the 
eriod 1976-90 will have to be sourced 
externally. Operating losses and other 
dses of funds could increase this external 
‘equirement to $96 billion, depending on 
slectricity pricing policies. Recent trends 
n utility performance indicate that an es- 
ralation in the debt portion may be 
‘equired because the pricing policies for 
Atility output will not provide sufficient in- 
ernally generated funds to cover a 30% 
2quity level. There may well even be a 
hift in utility financing towards project- 
riented capital funding, with either 
»yrovincial, federal, or some combination 
»f the two levels of government providing 
| contingency method of meeting debt- 
ervice requirements. 


nergy mining financing 

Although not large by comparison with 
apital requirements for other energy 
ndustries, requirements for coal and 
iranium development are projected at 


pproximately $3.2 billion over the next 15 
ears. 
| 


_ Uranium demand will be tied to the 
towth of nuclear energy, which appears 
2 be one of the cheapest and most 
eliable kinds of energy. It is to be 
xpected that the sources of financing for 
dese investments will be a combination of 
overnment corporations and domestic 
nd foreign equity contributors. 


Coal development has been in a 
epressed state for the past decade, but 
iterest in thermal coal as an alternative 
tel for electrical generation is becoming 
bite buoyant. Canada has vast resources 
f thermal and metallurgical coal but, 
ithin the industry, there is a definite 
1ortage of available capital. Initial new 
evelopments, particularly in the West, 
‘ill require new front-end equity invest- 
1ent and additional access to capital 
arkets. Development of coal resources 
lay provide extensive investment 
Iportunities. 


Os 


Table 2 


Energy Sector Total External Financing Requirement 


(millions of 1975 dollars) 


1976-80 
Petroleum 2,510 
Pipelines 2,030 
Electricity 17,300 
TOTAL 21,840 
Table 3 


Energy Sector Domestic External Financing Requirements 


(millions of 1975 dollars) 


1976-80 
Petroleum 1,080 
Pipeline 1,605 
Electricity 9,860 
TOTAL 12,545 
Table 4 


1981-85 1986-90 TOTAL 
4,765 625 7,900 
12,290 640 14,960 
30,000 48,700 96,000 
47,055 49,965 118,860 
1981-85 1986-90 TOTAL 
2,050 270 3,400 
9,710 505 11,820 
17,100 27,760 54,720 
28,860 28,535 69,940 


wpe eee tte neers MESS cen Restate, Th ew 
Energy Sector Foreign External Financing Requirements 


(millions of 1975 dollars) 


1976-80 
Petroleum 1,430 
Pipeline 425 
Electricity 7,440 
TOTAL 9,295 


Economic framework 


Several studies by private research 
groups have been published recently, and 
they all concur with the conclusion that 
the Canadian economy can absorb the 
$181 billion of energy investment without 
unmanageable strains on the economy. 
Energy sector investment as a share of 
Canada’s gross national product (GNP) is 
expected to increase from a pre-1970 
percentage of 3-4% to slightly more than 
6% in the mid-1980s, then settle back to 
approximately 5% after the pipeline and 
non-conventional energy development 
expenditures peak out. 


Table 2 illustrates the level of external 
financing that will be required in the 
energy sector. Tables 3 and 4 outline the 
amounts of borrowing which would be 
required domestically and abroad if 
historical domestic-foreign relationships 
are maintained. 


With respect to foreign borrowing, it is 
difficult to predict the exact reception that 
future Canadian attempts to borrow on 
foreign markets will meet. It will depend 
on, among other things, the growth of 
Canada’s indebtedness relative to its GNP, 
and the growth of demand for foreign 
funds relative to the trends in total 
demand/supply in foreign capital markets. 
It is expected that the demand on foreign 
capital markets from all countries will be 
high, but so will be the supply, especially 
because of funds available from the oil 
producing states (“petro-dollars’’). 


1981-85 1986-90 TOTAL 
2,715 355 4,500 
2,580 135 3,140 

12,900 20,940 41,280 
18,195 21,430 48,920 


The share of domestic energy 
borrowings to total forecast domestic 
capital market borrowings would rise from 
7.9% in 1971-75 to 16.1% in 1981-85. 


The economic studies undertaken have 
assumed moderate but steady growth of 
real GNP in Canada and substantial 
improvements in unemployment and 
inflation throughout the 1980s. This real 
growth plus declining capital 
requirements for residential mortgage 
borrowing and federal government 
borrowing is expected to be sufficient to 
accommodate the increase in the ratio of 
energy sector capital requirements. 


Conclusion 


This paper is a rather condensed 
summary of a most complex subject. It 
tries to highlight the magnitude of the 
capital requirements for Canada’s future 
energy developments. Consistent with 
other analyses based on econometric 
studies, it concludes that the Canadian 
economy can handle the $181 billion of 
energy capital expenditures. Financial 
innovation may be required to suc- 
cessfully raise and allocate the capital. 
Co-ordination among industry and 
governments will be necessary. The very 
large financing needs combined with the 
risk-venture nature of many of the 
undertakings will require a mix of 
financing methods that will draw heavily 
on capital markets both in Canada and 
abroad. 
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Rapeseed processing : 
a growth and 
glamour industry 


by Peter Perkins 


Peter Perkins is a market analyst with United 
Grain Growers, a farmer-owned co-operative 
grain company based in Winnipeg. 


Any industry that involves “further pro- 
cessing” in Canada of natural resource 
products is bound to attract the 
interest and support of Canadian gov- 
ernments, both federal and provincial. 
When the particular industry happens to 
be new, innovative, and open to wide 
possibilities in the future, it is bound 
also to attract the interest of investors. 


The industry in question, the pro- 
cessing of farm crops to extract new 
oil fit for human consumption and protein 
for animal food, is in its infancy, but the 
potential for growth in an increasingly 
protein-hungry world is obvious. What it 
takes is creative scientific research — in 
which Canada is in the forefront — and 
the close co-operation of governments 
and investors. 


An example of the growth possibilities 
in this new area is the burgeoning 
rapeseed oil industry. Research and co- 
operation have turned an ‘unattractive 
machine oil” into an edible product with 
a resultant increase in processing 
capacity from 1,550 tons per day in 1973 
to 3,450 tons per day in 1976. By 1980, 
if construction proceeds on two plants 
presently in the planning stages, total 
processing capacity may reach 4,650 tons 
per day. This would represent a 200% 
increase in processing capacity in just 
seven years. 


Rapeseed is currently the third most 
important crop in Western Canada, 
ranking behind only wheat and barley. In 
the last five years, annual production 
has averaged 57 million bushels, with 
each yearly crop having an average value 


of $325 million. 


Research has produced a 
valuable edible product 


Rapeseed is grown for the edible oil 
and high protein meal it yields when 
crushed, processed and refined in a veg- 
etable oilseed crushing facility. The oil 


is generally used for salad or cooking 
oils, shortenings or margarines. In 
Canada in 1976, 714 million pounds of 
vegetable oils were used in the manufac- 
ture of these products, with rapeseed 
accounting for 220 million pounds — 
roughly one-third of the total. 


Rapeseed oil is most popular for oilseed 
products that have to be hardened or 
hydrogenated — namely shortening and 
margarines — because these products are 
generally blended from different oils, 
and rapeseed oil is easily blended. It 
is also a very popular table oil, used 
for cooking or salads. At present, about 
half of all the table oil produced in 
Canada, 40% of margarine, and 20% of 
shortening, is made with rapeseed oil. 


When crushed, rapeseed produces ap-. 
proximately 41% oil and 57% meal of — 
about 36% protein. So, as well as trying 
to increase the utilization of oil, the in- 
dustry has developed numerous scientific 
research programs to improve the quality 
and increase the uses of the meal as an 
animal feedstuff. Indeed, the recent 
expansion in processing capacity could 
not have taken place without the impor- 
tant advances made by plant breeding 
research in recent years. 


A unique form of international 
co-operation 
financed expansion 


The present industrial base of the 
rapeseed processing industry in Western 
Canada is a unique form of international 
co-operation. 


Grain companies in Western Canada 
found a need to service their farmer 
clientele with new marketing opportunities. 
Rapeseed proved to be a natural, and 
expansion followed as new markets were 
found. Foreign companies, many of 
them traditional importers of oilseeds 
and oilseed products, found it to their 
advantage to form joint ventures with 
these domestic firms in establishing the 
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industrial base necessary to encourage 
‘more farm production, and have particip- 
ated directly in the financing of new 
processing plants. 


At present there are six rapeseed 
crushing and processing plants, all loc- 
ated in Western Canada, with a com- 
bined capacity to crush about 39 million 
bushels annually. Three of these 
facilities are in Alberta, two are in 
Saskatchewan and one is in Manitoba. 


The two newest of the processing plants 
have a number of common features. Both 
began operations in Alberta in 1976, 
and both have a crushing capacity of 
600 tons per day. In addition, both are 
Canadian-controlled joint ventures. 


One of them, at Lloydminister, Alberta, 
was constructed by United Oilseeds Ltd., 
a joint venture involving four partners. 
United Grain Growers, a farmer-owned 
co-operative grain company based in 
Winnipeg, Manitoba, holds a 3313% in- 
terest, as does B.C. Packers Ltd., a leading 
Canadian food processor. The other two 
participants are Japanese-controlled 
companies — Mitsubishi Canada Limited 
(23%3% interest) and Nisshin Oil Mills 
(10%). 


_ The second plant is a joint venture 
‘nvolving the Northern Alberta Rapeseed 
Processors Co-op (60% interest) and 
turo Cana Trade Ltd. (40%), a company 


ocated in Hamburg. 


)) 
\ 


| 


_ Alberta Food Products has recently 
announced plans to construct a process- 
ng plant at Fort Saskatchewan, Alberta. 
Ince again this will be a joint venture 
detween a growers association — in this 
case the Alberta Wheat Pool — and a 
oreign investor. The foreign company, 
apan Alberta Oil Mills Limited, will 

old a 40% interest in the project. 

_ In each of these three projects, a Can- 
idian growers association has, through 
firect financial participation in the 


js 


processing plant, obtained a relatively 
assured market for the rapeseed produc- 
ed by its members. For their part, the 
foreign participants have obtained a 
relatively assured source of supply of 
rapeseed products. 


In addition to these joint ventures, both 
the Canadian government and various 
provincial governments have played act- 
ive roles in providing financial assistance 
for the construction of rapeseed pro- 
cessing plants. The federal government's 
Department of Regional Economic Ex- 
pansion (DREE) has provided roughly 15% 
of the total cost of each of the three 
processing plants operated by CSP Foods 
Ltd., at Altona, Manitoba, and at 
Saskatoon and Nipawin in Saskatchewan. 
For its part, the government of 
Saskatchewan, through the Saskatchewan 
Economic Development Corporation, 
played a major role in the mortgage 
financing for the processing plant built 
at Nipawin, Saskatchewan, in 1963. 


The government of Alberta, acting 
through the Alberta Agricultural Develop- 
ment Corporation, provided a guarantee 
for $6 million of term financing for 
the processing plant built by the 
Northern Alberta Rapeseed Processors 
Co-op at Sexsmith, Alberta. In addition, 
the Alberta Department of Consumer and 
Corporate Affairs (under the Co-operative 
Marketing Associations Guarantee Act) 
provided a $5.1 million guarantee to the 
Northern Alberta Rapeseed Processors 
Co-op and its members to facilitate the 
raising of $6 million of long term capital 
for investment in the processing plant at 
Sexsmith, Alberta. 


In combination then, the participation 
of growers associations, foreign inves- 
tors and various levels of government 
has helped to serve the separate goal of 
each group. The growers associations 
have obtained markets for the rapeseed 
grown by their members; the foreign 
companies have obtained a relatively 


¢ 


assured source of supply of rapeseed 
products, and the various governments 
have been able to assist the development 
of an industrial base in Western Canada. 


Research was the key 
to expansion 


Toa very large degree, the development 
of substantial processing facilities has 
followed the very active research 
program which, as noted earlier, has 
concentrated on improving the quality 
and usability of both the oil and meal 
products. 


Initially, rapeseed was grown in Canada 
as a war-time emergency measure. The 
crop was needed for its oil which was 
used to lubricate the engines of warships 
and merchant vessels. 


After the war and the winding down of 
the Marshall Plan aid to Europe, the 
industrial need for rapeseed oil disap- 
peared. In the early 1950s, production 
of rapeseed declined to a negligible 
level, but interest in the crop revived 
and in 1955 a record seeding of 138,000 
acres produced a crop of 1.6 million 
bushels. 


The problems facing this young industry 
after World War II have been vividly 
described by Dr. Barton Craig, the Dir- 
ector of the National Research Council's 
Prairie Regional Laboratory. Dr. Craig 
put it this way: ‘How do you take a 
green, unattractive machine lubricant and 
turn it into an oil fit for human consump- 
tion? That’s the problem we were faced 
with. Even the protein meal, the part 
left after the oil is pressed from 
the seed, was not particularly good for 
feeding livestock.’ 


Many of the problems with rapeseed 
involved the presence of undesirable 
substances in the seed. In the mid-1950s 
health authorities issued ‘cease and 
desist” orders on the grounds that human 
products derived from rapeseed were un- 
fit for human consumption. But in 1958, 
after further research and testing, rape- 
seed oil was deemed fit for human 
consumption and products such as short- 
ening, margarine, cooking and salad 
oil, and salad dressing containing 
rapeseed oil, began appearing. 


In recent years, the research efforts 
have, for the most part, concentrated on 
developing varieties of rapeseed which 
contain low levels of erucic acid and 
glucosinolates — sulphur-containing 
sugars peculiar to the plant family in 
which rapeseed is included. (It is these 
substances which give the “hot’’ flavours 
to such foods as horseradish and mustard.) 


In the early 1970s new problems arose 
that appeared likely to restrict the 
further development of the rapeseed 
industry in Canada. Suspicion developed 
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that the erucic acid content of rapeseed 
oil was nutritionally harmful to humans. 


Early research had indicated that the 
level of erucic acid varied considerably 
depending on the variety of rapeseed, 
that there was a genetic basis for this 
variation, and that it would be possible 
to develop varieties very low in erucic 
acid. With this background knowledge 
the researchers were able, when the poten- 
tial health problems arose in the 1970s, 
to respond quickly to the problem. 


Plant breeding experiments were success- 
ful in breeding out erucic acid. The 
rapeseed now produced in Canada yields 
an oil low in erucic acid and significantly 
below the 5% level now set as the 
standard for low erucic acid rapeseed — 
“LEAR” varieties. 


A second major research effort has 
dealt with the problems associated with 
the glucosinolates occurring in rapeseed. 
These substances were, at one time, 
implicated in growth disorders occurring 
in animals fed rapeseed meal. Initial 
research indicated that it was not the 
glucosinolates which were harmful but 
the by-products of the glucosinolates 
which were produced by the activity of 
enzymes during the crushing process. 
This problem was solved by adopting a 
crushing procedure in which the tem- 
perature was rapidly raised during the 
crushing operations. This procedure 
deactivated the enzymes and left the 
glucosinolates intact. 


In recent years, the level of gluco- 
sinolates has been substantially 
reduced through plant breeding. The 
“double-zero” (low erucic acid and low 
glucosinolates) variety of rapeseed was 
introduced in Canada in 1974 and is now 
the most commonly grown variety. 


Just as various government organizations 
have contributed directly to the 
construction of many of the rapeseed 
processing plants, there has also been, 
and continues to be, significant govern- 
ment support for research involving rape- 
seed and other oilseed crops. 


The Canadian government supports 
research in this area through two specific 
programs. Under the Rapeseed Utilization 
Assistance Program (RUAP), grants are 
available for research on rapeseed and 
its by-products which will aid in develop- 
ing new markets or investigating other 
concerns of the industry. Grants are 
made by the Grains Marketing Office of 
the Department of Industry, Trade and 
Commerce and are administered by the 
Rapeseed Association of Canada. 


The federal government also provides 
the major part of the capital funds for 
the P.O.S. (Protein, Oil and Starch) 

Pilot Plant Corporation, with the balance 
of the capital and operating funds being 


provided by provincial governments, 
corporations, universities and trade 
associations. The Corporation provides 
funding for pilot scale facilities engaged 
in the development of processing 
technology for cereal grains and oilseeds. 


The future lies in energetic 
selling at home and abroad 


With the rapeseed industry now firmly 
established in Canada, its future depends 
on its ability to develop more markets 
through research, and to continue to 
offer the opportunity for profit at 
both the farm and processing level. 


An analysis of trends in Canada in- 
dicates that by 1980 there should be 
sufficient demand for rapeseed oil to 
absorb about 425 million pounds annually. 
That would require the crushing and 
processing of about 21 million bushels 
annually. 


Clearly rapeseed oil will need to be 
exported into foreign markets if the 
existing plants are to be able to dispose 
of their production. And this is indeed 
the direction in which the industry is 
moving. 


International oil markets are very com- 
petitive, with numerous products from 
various Countries competing for a share 
of the potential markets. Nonetheless, 
with strong promotion and a good product, 
Canadian rapeseed crushers have been 
able to move an increasing proportion of 
their oil output into foreign markets. In 
1976 approximately 30% of the rapeseed 
oil produced in Canada was sold overseas. 
Much of this export performance was 
accounted for by food aid assistance, but 
increasing amounts are being marketed to 


Pacific rim countries and the Middle East. 


In the future these markets are expected 
to expand, and Canadian rapeseed oil is 
projected to capture an increased share 
of the business. 


The meal side of this industry is 
generally more encouraging for future 
expansion without the necessity for rapid 
export market development. The Can- 
adian domestic animal feed market can 
absorb a significant increase in rapeseed 
meal production. 


In 1976 a little over one million tons 
of high protein feedstuffs were used by 
Canada’s livestock feeding industries. 
On a protein equivalent basis however, 
rapeseed meal supplied less than one- 
fifth of the market’s needs: the rest 
came mainly from imported soybean meal 
or the meal derived from Canadian 
and imported soybeans in eastern Canada. 


Export potential is limited at present, 
although about a quarter of last year’s 
output was marketed overseas. 


As the new and better quality charac- 
teristics become more readily available in 
commercial rapeseed meal, it is expected 


to expand its share of the domestic 
market, and there is every likelihood 
that new markets will be found overseas. 


New uses will have to be found 


Additional potential for market expan- 
sion of the output from rapeseed crushing 
exists in non-traditional uses. Rapeseed 
oil, like most other vegetable oils, can 
have industrial uses — although for 
Canada’s rapeseed industry this is not 
so relevant since the low erucic acid 
varieties were developed specifically 
for the edible foods industry. On a 
limited scale however, high erucic acid 
varieties are still being produced to 
service a small developmental industry 
that is trying to expand the application 
of rapeseed oil in the production of 
plastics, lubricants, lacquers and 
detergents. 


For rapeseed meal the converse is the 

case. Any vegetable meal extraction with 
a high protein content has the potential 
for use as a highly nutritious substitute 
in human food diets and research is being 
pursued at present to develop products 
suitable for human nutrition from rape- 
seed meal. The protein is isolated and 
respun into fibres and fashioned to 
resemble whatever kind of meal it is 
intended to resemble, and flavoured 
accordingly. These protein meal extracts, 
although still in the development stage, 
have been demonstrated to be both 
nutritionally and economically sound. 
In the future there will undoubtedly be 
more use for rapeseed meal as a human 
food in such products as meat analogies, 
flour, and milk substitutes. 


For the time being these new uses for 
rapeseed products will not create a 
significant increase in market demand, 
but with further research advances it is 
likely that the versatility of uses of 
rapeseed products will become a greater 
stimulus for expansion. 


At the same time, both provincial and 
federal governments continue to search 
for and expand opportunities that widen 
the industrial base of the Western Can- 
adian economy. It is only natural that 
agriculture will continue to be the focus 
of such attention. The bright long-run 
future for oilseeds in general, and rape- 
seed in particular, will undoubtedly en- 
sure continued interest in the rapeseed 
processing business as a means of secur- 
ing a more diversified economy for the 
prairie provinces. 


From rapeseed, attention will surely 
turn to other agricultural crops with 
similar opportunities for innovation, the 
extraction of protein from alfalfa for 
instance, or the processing of agri- 
cultural waste — such as wheat 
straw — to create new animal feed 
products. It all depends on research — 
and on investors and governments. 
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The Haley-Bendix 
joint venture 


in Quebec 


by Joan Gherson 


van Gherson is an economist with the Research 


eview Agency and a contributing editor to 
dreign Investment Review. 


ad Analysis Branch of the Foreign Investment 


An enterprising firm, an industrial 
need, and the opportunity to fit in with 
several government policy objectives 
have resulted in a large new enterprise 
— a Canadian-American joint venture 
to produce ductile iron castings — which 
can be expected to benefit the Canadian 
economy as well as the investors. 


The enterprising firm is Canadian- 
controlled Haley Industries of Orillia, 
Ontario; the American partner is the 
Bendix Corporation of Southfield, 
Michigan. 


Haley produces high quality magnesium 
and aluminum alloy castings for the air- 
craft industry in its light alloy foundry 
at Haley, Ontario. That foundry was 
bought from the Canadian government 
at the end of 1967, just as it was 
about to be closed down after years 
of operating at loss. Today, reorganized 
and profitable, the foundry is one of 
the most modern in the world, and has 
a considerable export record. 


Haley management is also experienced 
in iron foundries, its owners having 
formerly owned and operated Otaco 
Foundry, a division of Bartaco Industries 
in Orillia. “Our experience there, 
combined with extensive industry and 
market surveys, convinced us that this 
was an opportune time to expand oper- 
ations in the ferrous foundry field,” said 
Mr. R. H. McRae, Executive Vice-Presi- 
dent of Haley and of the new company. 


The problem of the industry 


At first glance the ferrous foundry 
industry in Canada does not seem a 
promising sector for a new firm. Total 
Canadian capacity in 1975 was almost 
1.8 million tons, whereas shipments in 
that year amounted to only 1.2 million 
tons. The industry in Canada is tradi- 
tionally subject to severe swings in pro- 
duction and capacity utilization and is 
still in the low phase of such a cycle. 
Like all suppliers of parts, the ferrous 
foundry industry must await a turnaround 
in its customers’ output before its own 
market can significantly improve. In the 
sector of the industry that supplies cast- 
ings to the automotive and farm machin- 
ery industries, the problem is compound- 
ed by the fact that many of the largest 
customers — usually U.S. firms — have 
their own “captive” foundries which sup- 
ply most of their normal requirements. 
Canadian jobbing foundries, which are 
generally independent, serve a segment 
of the market that is not in the interest 
of the captive shops to serve themselves; 
this frequently represents a significant 
part of the total business. 


The solution is co-operation 


To Haley Industries, the situation sugg- 
ested the need for a partner-customer 
to generate a certain sales volume and 


to provide the focus for product special- 
ization. Extensive engineering studies 
were undertaken to prove the viability 
of the project to a prospective customer. 
In addition to being in a position to 
finance part of the venture, the customer 
would have to be a large user of foundry 
products who did not already have 

a “captive’’ foundry and could therefore 
provide a certain and reliable market 

for a large proportion of the foundry 
Output. The advantage to the user firm 
would be in gaining a captive supplier 
of high quality castings for part of its 
requirements. From this mutual interest 
in stabilizing market conditions emerged 
the joint venture between Haley and The 
Bendix Corporation, to be known as 
Métallurgie Farnham Inc. 


The operations of the customer, 
Bendix, determined the new foundry’s 
specialization, which will be in caliper 
brake castings. As one the world’s largest 
independent suppliers of automotive 
systems and components, The Bendix Cor- 
poration will be able to use a large part 
of Métallurgie Farnham’s output. Other 
likely buyers were then found in the 
automotive, construction equipment and 
farm machinery industries for substantial 
additional volumes of similar kinds of 
castings. As a result, most of the firm’s 
output, which is expected to be in the 
order of 20,000 tons of castings when 
Operations reach full capacity in 1983, 
already has a potential market. A high 
proportion of this output (even apart 
from sales to Bendix) will be exported, 
mainly to the United States, which 
should improve the Canadian balance of 
trade under the Canadian-American 
automotive pact. 


Benefits and incentives 


For both the company and the province 
of Quebec the decision to locate the new 
plant in Farnham, Quebec, was a happy 
One. From the firm’s point of view the 
location, only about 30 miles from 
Montreal, offers good access to its major 
market and is close to suppliers of 
its principal foundry outputs, pig iron 
and scrap. The only input that cannot be 
obtained locally (or, indeed anywhere in 
Canada) is sand of the right quality 
and this will have to be trucked in from 
the United States. Most of the work 
force is expected to come from the imm- 
ediate area and payroll costs are judged 
to be competitive with other parts of 
North America. Moreover, as Mr. Brian 
Barr, President of Métallurgie Farnham 
Inc. points out, “For an industry requir- 
ing substantial amounts of power, the fact 
that Quebec Hydro rates are among the 
lowest in North America was an important 
factor in choosing a Quebec site. And 
with the energy crisis we think energy 
costs for our U.S. competitors will rise 
faster than ours.”” Finally, the fact that 
any manufacturing or processing industry 


FOREIGN INVESTMENT REVIEW, SPRING 1978 / PAGE 11 


locating in this area may qualify for 
grants under the federal government's 
Regional Development Incentives 

Act (RDIA) made the location particularly 
attractive. 


RDIA grants, administered by the De- 
partment of Regional Expansion (DREE), 
are intended to provide incentive for 
industry to locate or expand in areas of 
slow growth. For large projects (over 
$1.5 million in capital costs), the amount 
of the incentive grant is not fixed 
but depends on the economic benefits 
expected from the enterprise and the 
amount needed to make the project att- 
ractive to the entrepreneur. Considera- 
tion may be given to the probable rate of 
profit on that project in another location 
as well as to the rate of return on 
alternative projects to the investor. 


For this project, there were substantial 
economic benefits on which to base the 
incentive grant. Although incentive grants 
are not available until commercial 
processing operations have actually 
started (normally, 80% can be paid when 


the plant is in commercial operation and 
the remainder after a control period) the 
authorization of a grant helps in securing 
bridge financing, frequently at better 
rates. 


In the case of Métallurgie Farnham 
Inc., the obvious benefits to the Province 
of Quebec — a type of foundry that 
is new to the province, an immediate 
improvement in construction and related 
activities in an area where unemployment 
is of the order of 12-15 percent, eventual 
employment for about 300 foundry per- 
sonnel, the upgrading of Quebec raw 
materials and the benefits to other local 
activities resulting from such a large 
investment — led to the granting of 
provincial incentives as well, in the 
form of interest rebates from the Quebec 
Industrial Development Corporation. 


Since the new business venture was 
subject to joint control by the two 
corporations, one of whom (Bendix) was 
not Canadian, it required approval under 
the Foreign Investment Review Act in 
order to proceed. 


The Agency’s Assessment Branch found 
that this investment satisfied an un- 
usually large proportion of the Act’s 
criteria of significant benefit to Canada. 
As one the Assessment Branch officers 
remarked: ‘It creates new employment 
and this is particularly important in an 
area of high unemployment; it involves 
the further processing of Canadian re- 
sources; it will introduce a modern, 
efficient plant; it will produce what, for 
this industry, is a sophisticated product 
not otherwise produced in Canada; by 
1980 it is expected to generate a high 
level of export sales and there is to be 
substantial participation by Canadians as 
directors and managers of the new firm.” 
In view of such benefits, it is not 
surprising that the application was pro- 
cessed quickly and the investment was 
allowed. 


Construction at the 80-acre foundry site 
in Farnham was well underway before 
the onset of winter and there is every 
reason to expect that the plant will be 
in operation by its target date. 
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Business-government 
joint ventures 
in Canada 


by Frank Swedlove 


In the preceding issue of Foreign 
Investment REVIEW, Frank Swedlove 
authored another article on joint ven- 
tures, dealing with those between one 
private business firm and another and, 
for each of several important economic 
sectors, the considerations in entering 
joint ventures, particularly for a foreign 
investor contemplating an arrangement 
with a company already located in Can- 
ada. In the present issue he writes about 
the factors in the rapid growth of joint 
ventures between foreign investors and 
Canadian governments or government 
corporations — and the benefits that 
both sides feel they gain from such 
partnerships. 


rank Swedlove is an economist with the 
search and Analysis Branch of the Foreign 
vestment Review Agency and a contributing 
litor to Foreign Investment Review. 


The growing number of cases in which 
business firms and governments in Canada 
are getting along well together in joint 
ventures is breaking down old myths. 
Some of these myths are that businessmen 
are invariably opposed to government 
participation in economic areas that have 
traditionally been the domain of private 
enterprise; that government agencies or 
companies are apt to compete unfairly 
with private companies; and that in joint 
enterprises between governments and pri- 
vate businesses, governments may want 
to impose goals and practices that are 
contrary to sound business principles. 


From widening experience, businessmen 
are increasingly finding that government 
companies and agencies operate fairly 
and in a business-like manner and that, 
in joint ventures with private companies, 
governments’ goals need not conflict 
with, but rather can achieve realization 
through, the business goals of the joint 
enterprise. Businessmen are finding that, 
in certain circumstances, governments 
can play a useful, sometimes substantial, 
and often vital role in the launching, 
development, or viability of the enter- 
prise. 


Willingness to wait for profits, 
share high risk, can make 
government a good partner 


Governments are often more willing 
than some private investors to enter into 
high-risk projects and to adopt a long- 
run horizon — a willingness to wait 
several years before profits are made and 
a willingness to re-invest all of the 
early profits rather than requiring 
dividend income. With the rising risk 
and soaring costs of many projects — 
notably resource-development projects 
that require large amounts of capital, 
new technology, or the opening up of 
frontier areas — the equity participation 
of governments may be vital. Govern- 
ments may, in fact, be the last resort for 
completing the equity funding of 
certain projects. 


Businessmen also appreciate the fact 
that governments, through participation 
in business enterprises, will gain a 
greater understanding of business real- 
ities — and will therefore be less likely 
to impose what, from the business stand- 
point, might be seen as unreasonable 
taxation or legislation. Businessmen 
appreciate, as well, the opportunities 
for broader and better contacts with 
government which arise from joint busi- 
ness ventures with government. And 
businessmen may feel, through engaging 
jointly in business enterprises with 
governments, a sense of broader public 
support from the people of the country 
or the particular region in which the 
project creates jobs and other benefits. 


Governments invest through 
their crown corporations 


The Canadian government and several of 
the provincial governments have set up 
crown (government) corporations which 
co-ordinate the use of government equity 
funds. One of the principal functions of 
these crown corporations is to facilitate 
the establishment of joint ventures with 
private firms. The fact that these crown 
corporations have, in recent years, 
greatly augmented and diversified their 
portfolios of joint-venture arrangements 
would seem to reflect a growing reali- 
zation on both sides that there can be 
mutual benefits in establishing public- 
private partnerships. 


The degree of prevalence of these part- 
nerships can, to a large extent, be 
perceived by examining the activities of 
four governments in Canada — the Can- 
adian government and the provincial 
governments of Alberta, Saskatchewan, 
and Quebec. 


Most of the Canadian government's joint- 
venture activities are in the resource- 
development sector. No less than 15 
federal government agencies, or fully or 
majority-owned companies, are involved 
in some way in resource-development 
ventures in Canada. The larger joint ven- 
tures in which the federal government has 
equity participation with private enter- 
prise are_the Nanisivik Mines, the most 
northerly mining operation in Canada, 
which produces lead-zinc concentrates; 
Petrosar Ltd., a petro-chemical complex 
near Sarnia, Ontario, which has just 
started up production; Syncrude Canada 
Ltd., which will separate liquid hydro- 
carbons from the Athabasca tar sands in 
Northern Alberta; and Panarctic Oils Ltd., 
which carries out oil and gas exploration 
and development in the Canadian Arctic. 


In the manufacturing and service sectors, 
the Canadian government’s involvement 
in joint ventures with private companies 
is, for the most part, quite indirect. This 
involvement occurs largely through the 
Canada Development Corporation which, 
although majority owned by the federal 
government, is actually a highly indepen- 
dent holding company, with considerable 
non-government equity financing and 
operated on strictly business principles. 
The CDC, through its wholly or partly 
owned subsidiaries, is involved with 
private industry in 21 joint ventures in 
the manufacturing and service sectors. 


More will be said later about the joint 
ventures in which the federal government 
and the CDC are involved. 


Governments accept need for 
minimum political intervention 


It should be understood that most of the 
Canadian government corporations are 
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relatively ‘“autonomous” — that is, rel- 
atively free of ‘‘unbusinesslike’’ inter- 
vention by the political government. 
While cabinet ministers have ultimate 
responsibility for the general direction of 
a crown corporation’s performance, they 
do not participate directly in the day- 
to-day management, which is under the 
direction of a board of directors. More- 
over, of course, the government realizes 
that where private-sector investors are 
involved with government in the enter- 
prise, there is compelling need to be 
free of control or managerial interven- 
tion by the political government. Only 
by establishing a reputation for allowing 
public-private joint ventures to function 
like any private business can govern- 
ment hope to find the necessary private 
partners for the projects in which it 

is interested. This fact was clearly 

spelled out in recent hearings of the 
federal government’s Public Accounts 
Committee (see, for example, the report- 
ed proceedings of December 13, 1977). 


Among provincial governments, the one 
that has the most numerous and diverse 
involvements in joint ventures with pri- 
vate companies is the government of Que- 
bec. It has quite a few agencies that par- 
ticipate in joint ownership with foreign 
and Canadian firms. La Société Québec- 
oise d’Exploration Miniére (SOQUEM) 
carries On mineral exploration, develop- 
ment, and production in partnership with 
private mining companies — involving 
iron ore, gold, salt, titanium, niobium, 
ilmenite, rutile, and many other minerals. 
In 1976, SOQUEM and a Spanish gov- 
ernment agency formed a company called 
INI-SOQUEM to find and develop mineral 
deposits along the south shore of the St. 
Lawrence River. Another Quebec govern- 
ment company, Sidbec, together with the 
British Steel Corporation and a subsidiary 
of the United States Steel Corporation, 
formed Sidbec-Normines Inc. to mine and 
pelletize iron ore near Port Cartier. The 
provincial government’s Société Générale 
de Financement du Québec has eight joint 
ventures with private industry — in sectors 
such as shipbuilding, electrical equip- 
ment, lumber, paper, particle board, 
and office furniture. Another provincial 
corporation, the Société de développe- 
ment industriel du Québec, participates in 
several joint ventures that were establish- 
ed to promote efficient industry in 
Quebec. 


The Alberta government has a 50% inter- 
est (the other shares are held by indi- 
vidual citizens) in the Alberta Energy 
Company, which is involved in several 
energy-related joint ventures. Among 
these is a 25% interest in a coal venture 
in Coal Valley; a 49% interest in Pan- 
Alberta Gas Ltd., which was set up to 
market Alberta-produced natural gas out- 
side the province; a 50% interest in 
Steel Alberta Ltd., whose objective is to 


determine potential investments in the 
steel industry, and a 40% interest in the 
forestry complex in the Whitecourt region 
of Alberta. The Alberta Energy Company 
also plans to invest in other ventures, 
including petrochemical projects, liquids 
pipelines, underground storage for petro- 
leum, and a wide range of additional 
ventures. 


The Saskatchewan government's mineral 
ventures are handled by the Saskatchewan 
Mining Development Corporation. 
Among this corporation’s activities is par- 
ticipation with private interests in the 
search for and development of uranium 
in the Wollaston and Key Lake areas of 
Saskatchewan. The Saskatchewan govern- 
ment also has a 20.2% interest (as does 
Steel Alberta) in Interprovincial Steel 
and Pipe Corporation Limited, a steel- 
making and pipe-manufacturing company. 
On the manufacturing side, the Saskatch- 
ewan Economic Development Corpora- 
tion (SEDCO) encourages industrial devel- 
opment in the province by several means, 
including equity participation. SEDCO’s 
investment portfolio includes 15 compan- 
ies four of which are joint ventures with 
foreign firms. The largest of these joint 
ventures with foreign firms is Prairie 
Malt Canada Ltd., which manufactures 
malt for export. This plant is 50% owned 
by SEDCO, the rest of the shares being 
held by German and Canadian 
private interests. 


In the remaining provinces, there are 
few joint ventures between the provincial 
governments and private enterprise. The 
provincial governments have generally 
preferred to maintain 100% ownership of 
the corporations in which they place 
equity investments and, apart from that, 
to support industry through loans and 
other incentives. Two notable exceptions 
are the participation, along with private 
firms, of Ontario Hydro in two uranium 
exploration ventures and of Manitoba 
Mineral Resources Limited in a number 
of joint exploration ventures. 


National governments of other countries 
too have taken an interest in investing 
in Canada, almost exclusively in the 
natural resources field. The Canadian 
government’s Department of Energy, 
Mines and Resources, in its publication 
Government Participation in Mineral 
Ventures in Canada, identifies seven for- 
eign governments which, in total, have 
49 companies that explore for, develop, 
produce, and market Canadian minerals. 
The most active participant is France, 
with interests in 25 companies. Other 
substantial investors are West Germany, 
the United Kingdom, and Italy. Most of 
the 49 companies wholly or partly owned 
by non-Canadian governments participate 
in joint ventures with private companies, 
both Canadian and non-Canadian. 


Government participation 
can mean benefits 
other than funding 


Several reasons have been offered earl- 
ier as to why so many private businesses 
have become involved with governments 
in Canada in joint business ventures. 
Two reasons are probably the principal 
ones: governments and government- 
supported corporations are often more 
willing than private investors to enter 
into high-risk projects from which there 
is little hope of profits for several years; 
and governments are sometimes the last- 
resort partners to whom private interests 
can turn. 


The Canada Development Corporation, 
in its 1976 Annual Report, noted the 
first of the above reasons as part of its 
operating philosophy: ‘CDC is prepared 
to be patient, recognizing that some of 
its opportunities will exist because 
others are unwilling or unable to wait 
through years of earnings buildup, but 
the projects selected should have the 
prospect of high, long-term growth and 
a superior rate of return on equity.” 


Among its high-risk undertakings, the 
CDC has part ownerships in three venture 
capital companies that invest mainly in 
high-technology — often research-oriented 
— areas, such as solar products for swim- 
ming pools, automated mapping equip- 
ment, geographical instruments for use in 
mineral exploration, a process to convert 
waste cellulose into cattle feed, develop- 
ment of a rear projection screen, and 
the design and manufacture of sensing 
and control equipment for the pulp and 
paper industry. 


Another high-risk project in which the 
federal government participates is through 
its 45% interest in Panarctic Oils Ltd. 
(the other 55% is owned by a consortium 
of 30 companies and individual partici- 
pants). Benefits in the form of profits 
accruing from this exploration of the 
Arctic islands are not expected to be 
realized before the mid-1980s, the 
earliest possible completion date for the 
Polar Gas pipeline hook-up in Ontario to 
the existing Trans-Canada pipeline. The 
Canadian government has been able to 
contribute to this project large amounts 
of capital and a willingness to wait quite 
a number of years for a return on the 
investment. 


As for the need to turn sometimes to 
governments as partners of last resort, 
the most prominent example of this 
occurred in 1974 in the case of Syncrude 
Canada Ltd. One of the four original 
partners, Atlantic Richfield Canada Ltd., 
wished to withdraw from the project and 
there seemed to be no other private com- 
pany willing to take on the huge financial 
requirement necessary for participation. 
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It became clear to the governments which 
became involved that, if they did not 
make substantial investments as equity 
partners, the project would be dropped 
with considerable loss of future oil 


supplies, employment, and other benefits. 


As a consequence, the federal govern- 
ment took 15% of the equity, the province 
of Alberta 10%, and the Ontario govern- 
ment 5%. (The private-industry partners 
are Imperial Oil, Gulf Canada, and 
Canada-Cities Service.) 


Joint ventures serve 
government objectives too 


Governments too have several reasons 
for wanting to participate in joint 
business-government ventures. 


First, these arrangements can be used 
as tools to promote resource or industrial 
development, and regional development, 
in the area within a government's juris- 
diction. Equity investment in particular 
projects, along with experienced private 
entrepreneurs, enables governments 
fo focus their funds more effectively than 
they can through, say, tax incentives, 
which tend to have a more generalized 
or diffuse impact. 


Secondly, it enables governments to 
obtain a better understanding of various 
ndustries. 


For both these reasons, many of the 
“frown corporations established by the 
Irovinces have included, in their 
itatements of purpose, the objective of 
Jarticipating in joint ventures with 
drivate industry. 


For example, one of the stated goals of 
Quebec’s Société générale du finance- 
nent, as noted in its 1976 annual report, 
s ‘‘to take an active part in major new 
ndustrial projects involving, for the 
nost part, utilization and processing of 
latural resources in Quebec.” SGF’s 
irgest joint venture is the Donohue Com- 
any Limited. This company is 55% owned 
ly SGF and 45% owned by two French 
ompanies, La Cellulose du Pin S.A. and 
'apeterie de la Seine S.A. Donohue, in 
975, made an agreement with British 
‘olumbia Forest Products Limited (partly 
‘wned by The Mead Corporation of the 
Jnited States) to form a joint subsidiary 
- Donohue St.-Félicien Inc. — in the 
‘onstruction of a $300 million pulp mill. 
(GF has publicly indicated its belief 
hat, without its participation, the 
droject would never have got off the 
‘round — meaning that an estimated 950 
1ew jobs and the resulting economic 
levelopment of that region would have 
een lost. SGF has also indicated that 
he technical knowledge and marketing 
‘xpertise obtained from the private 
‘ompany was fundamental in attracting 


SGF’s participation and in assuring the 
success of the project. 


Another illustration of a province’s use 
of a joint venture to promote resource 
and industrial development is the estab- 
lishment of the Prairie Malt operations 
in Saskatchewan. A provincial study was 
carried out in 1973 to determine possible 
growth areas in selected farm-based indus- 
tries. One of the study’s recommendations 
was that it would be economically feasible 
to establish a malt factory. Private foreign 
and Canadian interests knowledgeable 
in the industry approached the pro- 
vincial government, and the discussions 
led to the 50-50 joint ownership arrange- 
ment between the private investors and 
the Saskatchewan Economic Develop- 
ment Corporation. 


The establishment of Petro-Canada in 
1975 as a federal crown corporation to 
become involved in the many stages of 
the petroleum industry was intended to 
promote Canadian resource development 
and to ensure the existence of a signi- 
ficant Canadian participation in these key 
sectors in which foreign investment is so 
predominant. Another important purpose 
was for the federal government to acquire 
a better understanding of the operations 
of the industry. In the words of Donald 
Macdonald, then Minister of Energy, Mines 
and Resources, when he introduced into 
Parliament the bill to establish Petro- 
Canada: “A degree of knowledge and 
insight will be available which simply 
cannot be acquired by other means. This 
insight will extend to a first-hand experi- 
ence of the effects of our own and pro- 
vincial governments’ policies to the bene- 
fit of all parties.” Petro-Canada has taken 
responsibility for federal participation 
in several joint operations, the larger 
ones being the Polar Gas Project, 
Syncrude Canada Ltd., and Panarctic Oil 
Ltd. Many more joint-venture activities 
with private firms, especially in explor- 
ation, can be expected for Petro-Canada 
in the next few years. 


The goal of “Canadian participation” or 
“local participation’”’ in important Cana- 
dian industries is an explicit policy aim 
of the Canadian and provincial govern- 
ments and might be regarded as the third 
reason why governments participate in 
joint ventures with private companies. 
Although governments would often be 
happier if the goal of ‘Canadian partici- 
pation” could be achieved more frequent- 
ly through the participation of private 
Canadian investors rather than govern- 
ments, the fact of the matter, as noted 
earlier, is that governments are sometimes 
the only ones forthcoming to take up 
certain opportunities for joint ventures 
with foreign investors. 


An example of such a situation occurred 
in 1976, when the Simpson Timber Co. 
(Alberta) Ltd., a subsidiary of a wholly 


owned American firm, wished to establish 
a forestry complex in Alberta. The 
proposal came before the Foreign Invest- 
ment Review Agency. As both the 
Canadian government and the Alberta 
government preferred to see some Can- 
adian participation, the American firm 
agreed to accept the bid of the Alberta 
Energy Company to obtain a 40% inter- 
est in the complex. As mentioned earlier, 
the Alberta Energy Company is 50% 
owned by the Alberta government. 


One should not underestimate the extent 
to which businessmen appreciate oppor- 
tunities to develop their contacts at the 
various levels of government, and this 
goal is greatly facilitated through equity 
partnerships with governments or crown 
corporations. Mr. Walter Fischer, Chair- 
man of Prairie Malt Canada Limited, 
believes that his company’s involvement 
with the Saskatchewan Economic Devel- 
opment Corporation has assisted him 
in expanding his contacts with provincial 
authorities. Mr. George Hatton, a senior 
officer of SEDCO, pointed out to this 
writer that the Chairman of the Board of 
SEDCO is the provincial Minister of Indus- 
try and Commerce and that the Deputy 
Minister is also on the board. “Through 
the interaction between businessmen and 
these high government officials’, observ- 
ed Mr. Hatton, “there is a real input into 
government’s thinking and understanding 
about business.” 


One concern that businessmen may have 
about being involved with government- 
supported companies is that the joint 
venture may be more carefully scrutinized 
than if it were totally in private hands. 
The press and public may more quickly 
point a finger at the company for alleged- 
ly ‘‘unsocial’’ activities. This possibility 
does not, however, seem to be a serious 
concern to most businessmen. As Mr. 
Hatton of SEDCO notes, “Businessmen 
accept the fact that a government agency 
lives in a fishbowl world. Therefore, both 
are willing to work towards finding socially 
acceptable solutions.” 


It would probably be incorrect to suppose 
that joint ventures in which government 
corporations participate must be “purer 
than pure” and obliged to demonstrate 
higher social and environmental standards 
than are required of private business 
by the laws or conventions of the com- 
munity; or must maintain higher levels of 
employment than can be justified by 
business considerations. 


As Mr. Joel Bell, Senior Vice-President 
of Petro-Canada, remarked: ‘Although 
Petro-Canada is guided by standards of 
good corporate citizenship, it is not its 
role to oblige its joint-venture partners 
to exceed the standards required by law 
or accepted as good practice by the in- 
dustry. Petro-Canada does pursue sound 
and fair business practices, is a good 
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corporate citizen in every sense that 
any other corporation is expected to be, 
and expects to gain the respect of both 
the business community and the wider 
public.” 


Mr. Bell and Mr. Peter Powell, the 
latter a Vice-President of the Canada De- 
velopment Corporation, both noted that 
once their corporations had established 
a reputation for using sound and fair 
business practices, then companies from 
the private sector treated their corpo- 
rations in a normal business manner. 
This was substantiated by Mr. D. H. 


MacAllan, a Vice-President of Imperial 
Oil, who commented that his company 
“approached Petro-Can in business 


dealings in the same way as it did any 
other commercial operator.” 


With no “inherent” reasons for conflict 
between government and business in 
their joint ventures, and with a number 
of potential advantages to be sought by 
both sides, there seems to be every like- 
lihood that the noticeable trend towards 
government-business joint ventures in 
Canada will continue, and perhaps accel- 
erate, during the next few years. 
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Some 200 new mines must be put into 
production in Canada before the end of 
this century if the country is to meet 
forecast domestic requirements and take 
advantage of its export opportunities for 
metals to the year 2000. This estimate 
refers to mineable deposits of copper, 
zinc, lead, uranium and molybdenum yet 
to be discovered, over and beyond those 
that have already been found and are 
likely to be developed into mines. 


Exploration expenditures required in 
the search for mineable deposits of metals, 
industrial minerals, and coal are estimated 
to have to rise from current levels of less 
than $150 million annually to some $500 
million annually (in 1975 dollars) in the 
1990s. Whether such levels of exploration 
expenditures will be reached depends first 
of all on whether investors are confident 
that Canada’s land mass continues to hold 
mineral resources in sufficient abundance 
and quality to justify the risks of large- 
scale exploration. 


If the past and the present are any guide 
to the future, foreign investors will 
continue to be heavily involved in 
exploration activities in Canada. In 1975, 
for example, foreign interests accounted 
for at least one-half of the $129 million 
spent in Canada in the search for new 
mineral deposits (excluding oil and gas) 
beyond the boundaries of properties with 
mines already in operation or being 
prepared for production. 


Concerns for the limits to 
mineral resources 


Much has been said and written in 
recent years about the growing need for 
mineral commodities by a rising world 
population. The demand curves are 
expected to go on climbing, not only in 
Canada but, even more so, in many 
countries to which Canada exports 
mineral commodities. In the early 1970s, 
the question of where all those mineral 
products were going to come from began 
to worry many people, even in Canada 
where previously it had not been given 
much serious thought. The country always 
seemed too vast to warrant any concerns 
about limits to mineral resources. 
(“Mineral’’ resources, in this article, are 
meant to exclude oil and gas.) 


Such concerns began to spread, not 
because of anything the mining industry 
did or failed to do, but in reaction to a 
general feeling of alarm among some 
academics and industrialists from various 
countries about the future path of 
industrial development. The book The 
Limits to Growth (1972), which reported 
on the Club of Rome’s project on the 
predicament of mankind, gained 
widespread attention and shocked many 
people into wanting to have a closer look 
at where consumption trends are taking 
us. (The Club of Rome is an international 


group of 100 businessmen, scientists and 
professors.) Limits to Growth was meant 
chiefly to rattle us out of our smugness, in 
which it succeeded. The “desirable” rate 
of resource usage quickly became a 
subject of fierce controversy. There were 
those who saw mankind racing for the 
precipice, rapidly approaching the point 
of no return beyond which economic 
collapse on a worldwide scale would be 
inevitable because of crippling resource 
shortages. This doomsday: view was 
vigorously rejected by the 
“cornucopians”, who claimed that there 
was little reason to doubt man’s ability to 
bring to bear the necessary ingenuity to 
any resource problems that might 
develop. 


The word “reserves”’ 
may be misleading 


It may be natural to worry about man’s 
ability to deal with problems that have no 
precedents, but there is little excuse for 
feeding such worries by a misuse or 
misreading of statistics. In the minds of 
many, mineral “reserves” are mistakenly 
interpreted as an indication of all we think 
there is, and thus all that can ultimately be 
produced. Such a misunderstanding of the 
nature of mineral reserves is largely 
responsible for fears of “running out’ of 
minerals. 


The fact of the matter is that ore 
“reserves” of a country are, essentially, 
merely the sum of the working inventories 
of unmined ore of all existing and 
prospective mines in that country. 
Reserves are continually being diminished 
by mine production and replenished by 
the development of new reserves. It 
would be premature and uneconomic for 
a company to develop reserves at a mine 
—acostly process — beyond the needs of 
a rational mining plan; this would tie up 
capital unnecessarily and unproductively. 
Therefore, at any mine, an effort is made 
to maintain a reserves inventory which is 
the “‘best’’ size for that mine and which, 
given the characteristics of the orebody in 
question, is determined mostly by 
economic considerations. As a result of 
rising demand and the development of 
more mines in response to it, world 
reserves of practically all mineral 
resources, far from showing any signs of 
exhaustion, have historically risen with 
rising production rates. 


Thus, if we wish to consider the 
foundation for long-run supply adequacy, 
Our Current reserves inventories alone 
cannot tell us much. It is necessary to look 
at ‘‘resources”’ as a whole. The concept of 
mineral “resources” is imprecise and 
much wider than “reserves”; it refers 
generally to all mineral concentrations, 
found and unfound, that are of current 
economic interest or may become so in 
the foreseeable future. Quantification of 
resources in the same way as reserves is, 
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and always will be, impossible. Making 
judgments, estimates, and guesses is the 
best we can do. The experts’ views will 
differ. But what is clear is that an effective 
threat of physical limits is clearly 
unprovable. 


The general outlook on Canadian 
resources of the major metals is that, as far 
ahead as one can reasonably try to look, 
Canada’s enormous land mass will 
continue to offer many opportunities for 
discovering new deposits and developing 
new reserves of such metals. For the next 
two or three decades, which is as far ahead 
as we can hope to see, no fundamental 
problems are in sight for Canada that 
would be the result of a lack of resources 
of the major metals produced in the 
country. (See A Summary View of Cana- 
dian Reserves and Additional Resources of 
Nickel, Copper, Zinc, Lead, Molybdenum 
(MR 169), 1977.) 


Our ability to explore and 
develop is the key to the future 


Whether or not the mineral supply 
stream will be adequate will depend on 
the action taken by investors and on their 
judgment of future needs. In the case of 
Canada, these needs go well beyond 
satisfying long-term domestic 
requirements and include maintaining a 
sizable export sector of mineral 
commodities. Thus, the adequacy of 
future supply should not be equated 
solely with having sufficient minerals in 
the ground, as it depends also on our 
ability to discover, produce, process, and 
transport minerals within certain cost 
limits and at a required pace. The 
development of new mines is a process 
that is subject to our success at resolving 
such practical problems as mustering the 
necessary capital and labour. And one 
must bear in mind that the transformation 
from undiscovered resources to 
production capability may take as long as 
20 years. 


At the beginning of this article, it was 
stated that forecast demand to the year 
2000 for copper, zinc, lead, uranium and 
molybdenum from Canadian mines calls 
for some 200 new mines to come on- 
stream in deposits yet to be discovered. 
This estimate is based on a study, made in 
the Department of Energy, Mines and 
Resources, which contained the 
generalized conclusion that, in addition to 
new mines likely to be developed in 
deposits already found, the total number 
of new metal mines required during the 
25-year period 1976-2000 would be about 
the same as the number of new metal 
mines discovered during the 25-year 
period of 1946-1970 (a total of 228, 
disregarding iron mines). (See H. L. 
Martin, D. A. Cranstone, and J. 
Zwartendyk, 1976, Metal Mining in 
Canada 1976-2000 (MR 167).) Although this 
study was done in the 1973-75 period 


when the picture of the future growth in 
the world economy — and therefore of 
mineral demand — looked rosier than it 
does now, the amount of exploration 
required remains formidable. 


The pattern of expenditures for general 
exploration in Canada for minerals (not 
considering oil and gas) shows that large 
sums continue to be committed to the 
search for new mineral deposits. During 
the period 1968-1975, such expenditures 
have fluctuated in the range of $100-$180 
million annually (constant 1975 Canadian 
dollars). An all-time peak was reached in 
1970, followed by a low in 1972. Since 
that year, expenditures have shown a 
persistent rise to 1975, apparently 
levelling off in 1976. The focus of mineral 
exploration tends to shift from one or 
more specific minerals to others, 
depending on market conditions and on 
the kinds of discoveries recently made. For 
instance, uranium exploration was 
vigorous in the early 1950s and is again 
now. Base metals are receiving less 
attention at this time because of low prices 
brought on by temporary oversupply as 
a result of lower-than-anticipated 
demand levels for copper, nickel and zinc. 


As mentioned earlier, a rise in mineral 
exploration expenditures in Canada is 
required, from the current level of less 
than $150 million to some $500 million per 
year in the 1990s (1975 dollars). While this 
is a considerable increase in absolute 
terms, such rising annual expenditures 
would remain a fairly constant percentage 
of the value of annual mineral production, 
which is likely to grow at a comparable 
rate. 


In summary, the rapid rate at which new 
mineral production capacity may be 
required in the 1980s suggests that much 
will have to be accomplished in the near 
future in mineral exploration and 
development in Canada. So far 
as fundamental shortages of mineral 
commodities are concerned, they seem 
unlikely. Unfortunately, many of us panic 
rather easily. We tend to become nervous 
at any new uncertainty that moves into the 
limelight. For instance, until some years 
ago, the long-term price of energy was 
seldom mentioned in connection with 
material adequacy. Now, having become a 
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prominent question mark, the price of 
energy is vying for first place among the 
factors alleged to threaten mineral 
supplies. Yet, it is obvious that man’s 
talents and flaws play major roles in 
determining the “finiteness” of mineral 
resources, since it is our own behaviour 
that will determine how far the limits will 
be extended. 


Canada, with its immense land mass, is 
fortunate in being able to offer an 
unusually large variety of mineral 
opportunities. The chief determinant of 
the adequacy of Canadian mineral 
resources will not be what is in the ground 
— we probably have not even begun to 
see any signs of limits on that — but what 
we are going to do about it. Foreign 
participants who wish to join with 
Canadians in exploring for and developing 
Canada’s mineral resources may well 
find the enterprise highly rewarding. 


Since the beginnings of the 
“limits-to-growth’”’ controversy in 
the early 1970s, the focus of the 
debate has shifted from the stark 
issue of insurmountable physical 
limits towards a concern about the 
uneven global distribution of 
resources. We have moved onto 
political ground toward North- 
South questions between “rich” and 
“noor” countries. These questions 
are based on the common, but 
flawed, notion that the rich 
countries — which consume most of 
the world’s mineral products — are 
relatively mineral-poor and satisfy 
most of their mineral requirements 
by importing from poor countries. 
In fact, world mineral production is 
dominated by five developed 
countries — the U.S., the U.S.S.R., 
Canada, South Africa and Australia, 
which are the major source of 
mineral imports for the 
industrialized countries. (See, for 
example, G. J. S. Govett and M. H. 
Govett: ‘The Inequality of the 
Distribution of World Mineral 
Supplies” in CIM Bulletin (the 
Canadian Mining and Metallurgical 
Bulletin), August 1977, p. 59-71.) 
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Capital investment projects in Canada 
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Ill. MANUFACTURING 


This list shows major capital spending 
projects now in progress or proposed. 
Parts | and II (published in previous issues 
of Foreign Investment REVIEW) covered 
minerals, forests products, oil, gas and 
electric power. Part III covers the 
manufacturing sector and is limited to 
projects costing over $3 million. 
Information on these projects has been 
obtained mainly from press reports 
verified, where necessary, by the 
companies concerned. 


This report was prepared for Foreign 
Investment REVIEW by L. E. Dewis, Analyst 
with the Capital Expenditures Group, 
Economic Analysis Branch, Department of 
Industry, Trade and Commerce. 


In the manufacturing sector, the value of new capital expenditure projects started or 
proposed in 1977 was nearly double the 1976 level. Steel and petrochemicals, in particular, 
showed substantial new investment. 


New projects in the steel industry are expected to bring Canadian steel-making 
capacity to 20 million tons by 1980, compared with only 13 million tons in 1970. Steel 
companies in the IT&C large firm Survey of Capital Investment (October 1977) reported a 
22% expected increase in investment in plant and equipment for 1978. In the Atlantic 
region, renovations are underway at the government-owned Sydney Steel Corporation to 
enable the company to produce slab steel, and a new steel plant on Cape Breton Island is 
under active consideration. A Quebec government study group has recommended that the 
province's steel production be tripled in the next 10 to 12 years with growth centered 
around Sidbec, the provincially owned steel company, which is at present expanding its 
Contrecoeur plant. The Ontario mills of three major Canadian steel companies are 
undergoing expansion or renovations. These three, together with Interprovincial Steel and 
Pipe Corporation Ltd. of Regina, Sask., are capable of furnishing major pipe requirements 
for any and all proposed pipeline systems. A new steel facility was completed at Edmonton, 
Alberta, late in 1977. The Government of Alberta has been attempting to diversify its 
resource-based economy by expanding its manufacturing base. As part of this policy the 
Government of Alberta was instrumental in creating Steel Alberta, a vehicle to pursue 
opportunities for steel development in the province. In British Columbia, a mini steel 
mill is under active study for Prince George. 


A major round of investment is taking place in Canada’s three petrochemical centres. 
Following recent Montreal expansions by Gulf Canada Ltd. (ethylene) and Union Carbide 
Canada Ltd. (polyethylene, ethylene glycol), Hercules Canada Ltd. has recently brought a 
new 150 million pound-per-year polypropylene plant in Montreal into production. At 
Sarnia, Ontario, the Petrosar plant is now on stream and Union Carbide (polyethylene) 
and Polysar (styrene) are operating new world-scale plants. Also Du Pont has expanded 
polyethylene capacity in Sarnia. Shell Canada will complete a new 150 million-pound 
polypropylene plant in early 1979. Shell is doubling its Sarnia benzene capacity and Sun Oil 
Company is installing a benzene plant. In Alberta, the Alberta Gas Ethylene Company plant 
near Red Deer is due to begin operations in late 1978 with a capacity of 1.2 billion pounds 
per year. Construction of new ethylene glycol, ethylene dichloride and vinyl chloride 
monomer plants, as well as expansion of its chlor alkali facilities, are underway by Dow 
Chemical Company of Canada at Fort Saskatchewan, Alberta. In a joint venture in Alberta, 
Diamond Shamrock and Alberta Gas Ethylene are building a polyvinyl chloride facility. In 
addition, a number of benzene projects are being evaluated in Alberta. 


Completion Cost 

Company and project description date ($ million) Location 
Atlantic Region 
Canada Cement Lafarge Ltd. 

Proposed expansion n/a* 25.0 Brookfield, N.S. 
Combustion Engineering Superheater Ltd. 

Nuclear fuel fabrication 1978 4.5 Moncton, N.B. 
Labatt Breweries of Canada Ltd. 

Proposed expansion, bottling plant n/a 53 Saint John, N.B. 
C.M. McLean Ltd. 

Proposed expansion, potato 

processing plant n/a 8.0 New Annan, P.E.I. 


Michelin Tires Manufacturing Company 
of Canada Ltd. 
Expansion, tire manufacturing 1979 25.0 


St. Anne Nackawic Pulp & Paper Co. Ltd. 
Chloralkali and sodium chlorate 


Granton, N.S. 
Bridgewater, N.S. 


plant 1980 10.0 Nackawic, N.B. 
Sydney Steel Corporation 

Renovation to permit slab steel 

production 1979 19.0 Sydney, N.S. 


* not available 
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Completion Cost 

Company and project description date ($ million) Location 
Quebec 
Canadian Industries Ltd. 

Expansion, caustic soda plant 1979 100.0 Bécancour 
Catelli Ltd. 

Food processing plant 1978 4 St. Hyacinthe 
Co-Operative Agricole de Granby 

Dairy processing complex 1979 22.0 Granby 
Dominion Textiles Ltd. 

Conversion for new product 1979 6.5 Drummondville 
Du Pont of Canada Ltd. 

Polyester yarn plant 1978 55.0 Coteau-du-Lac 
Métallurgie Farnham Inc. 

New iron foundry 1979 16.5 Farnham 
O'Keefe Brewing Company Ltd. 

Expansion bottling and distribution 

plant 1978 225 Montreal 
Pratt & Whitney Aircraft of Canada Ltd. 

Proposed re-organization of plant n/a 3:2 Longueuil 
Sidbec-Dosco Ltd. 

Steel mili expansion 1979 30.0 Contrecoeur 
Ontario 
The Algoma Steel Corporation, Ltd. 

Rebuilding coke oven 1978 18.5 Sault Ste. Marie 
Atomic Energy of Canada Ltd. 

Proposed plutonium extraction plant n/a 1,500.0 n.a. 
Canadian Gibson Distillery Ltd. 

Proposed new distillery n/a 10.0 St. Thomas 
Canadian Industries Ltd. 

CAP sensitive slurry plant 1978 6.9 Parry Sound 
The Canada Starch Co., Ltd. 

Addition to produce liquid sweetener 1979 12.0 Cardinal 
Canadian Pittsburgh Industries Ltd. 

New glass plant 1978 35.0 Owen Sound 
Chrysler Canada Ltd. 

Expansion, engine plant 1978 40.0 Windsor 
Cooper Bessemer of Canada Ltd. 

Proposed expansion n/a 25.0 Stratford 
Daymond Ltd. 

Aluminum extrusion and fabricating 

plant 1978 4.0 Chatham 
Dominion Foundries and Steel, Ltd. 

Basic oxygen steel making plant 1978 133.0 ‘ 

New coke ovens 1978 109.0 Hamilton 
Eldorado Nuclear Ltd. 

Proposed uranium refinery n/a 80.0 Port Granby 
Erco Industries Ltd. 

Sodium chlorate plant 1979 10.0 Thunder Bay 
ESCO Ltd. 

Expansion 1978 5.0 Port Hope 
Fiberglas Canada, Ltd. 
- New plant, fiberglas products 1979 25.0 Scarborough 
Hudson Bay Diecastings Ltd. 

Expansion, zinc plating and buffing 1978 4.7 Bramalea 
Inco Metals Company 

Steel fabricating and electric 

motor winding shop 1979 29.0 Copper Cliff 

Proposed treatment plant n/a 4.2 Port Colborne 
John Labatt Ltd. and Redpath 
Industries Ltd. 

New plant, liquid sweetener 1980 60.0 London area 
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Company and project description 
Maple Leaf Mills Ltd. 

New oilseed processing plant 
Schneider J.M. Ltd. 

Expansion, processed meat plant 


Shell Canada Ltd. 
Isopropyl alcohol plant 
Polypropylene plant 

Standard Tube Canada Ltd. 
Proposed expansion 

The Steel Company of Canada Ltd. 
New steel plant 
Expansion 

Sun Oil Company Ltd. 
Petrochemical plant addition 


Thunderbrick Ltd. 
Proposed new brick plant 


Union Carbide Canada Ltd. 
Expansion, carbon products plant 


Manitoba — Saskatchewan 


Astral Regrigeration Manufacturing Ltd. 
Proposed plant to make refrigerators 


for recreational vehicles 
McCain Foods Ltd. 
New potato processing plant 


Parsons and Whittemore Inc. 
Proposed new flax mill 
Prairie Malt Ltd. 
Proposed new malting plant 
Supercrete Ltd. 
Proposed expansion, concrete 
products 


Alberta — British Columbia 


Alberta Energy Co. Ltd. 
Proposed benzene plant 


Alberta Gas Chemicals Ltd. 
Methanol plant 

Alberta Gas Ethylene Ltd. 
Ethylene from ethane plant 

Canada Cement Lafarge Ltd. 
Expansion 

Carling O'Keefe Ltd. 
New winery 

Celanese Canada Ltd. 
Proposed vinyl acetate 
monomer pleat 


Diamond Shamrock Alberta Gas Ltd. 


Polyvinyl chloride plant 


Dow Chemical of Canada, Ltd. 
Vinyl chloride monomer plant 
Ethylene glycol plant 

General Foods, Ltd. 

New plant 

Inland Cement Industries Ltd. 
New cement plant 

Palm Dairies Ltd. 

New milk processing plant 

Polaris Steel Ltd. 

Proposed new mini steel mill 

Union Carbide Canada Ltd. 
New gaseous oxygen and 
nitrogen plant 


Completion 
date 


1978 
1978 


1978 
1978 


n/a 


1981 
1978 


1978 
n/a 


1979 


n/a 


1978 


n/a 


n/a 


n/a 


n/a 


1978 
1978 
1980 


1978 


n/a 


1979. 


1979 
1979 


1978 
1980 
1978 


n/a 


1979 


Cost 
($ million) 


30.0 
725 


45.0 
100.0 


Sal 


1,250.0 
22.8 


7.0 


4.8 


4.9 


3.4 


12.0 


12.0 


15.0 


Tig 


225.0 


62.0 
250.0 
70.0 


27.0 


20.0 


50.0 


166.0 
100.0 


12.0 
60.0 
12.0 


20.0 


25.0 


Location 


Windsor 


Kitchener 
Sarnia 


Woodstock 


Nanticoke 
Welland 


Sarnia 
Thunder Bay 


Welland 


Moose Jaw, Sask. 


Portage la Prairie, 
Man. 


Prince Albert, Sask. 


Biggar, Sask. 


Winnipeg, Man. 


Fort Saskatchewan 
Alta. 


Medicine Hat, Alta. 
Joffre, Alta. 
Exshaw, Alta. 


Surrey, B.C. 


Edmonton, Alta. 


Fort Saskatchewan, 
Alta. 


Fort Saskatchewan, 
Alta. 


Lethbridge, Alta. 
Edmonton, Alta. 
Edmonton, Alta. 


Prince George, B.C. 


Fort Saskatchewan, 
Alta. 
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Incentives to industry 
a 


The following is a regularly updated list of 
the major incentives to industry offered by 
the federal and provincial governments 
and available to both Canadian and non- 
Canadian investors. To qualify, companies 
must be incorporated in Canada. 


FEDERAL GOVERNMENT 
INCENTIVES 


Note: a number of programs which are 
cost-shared and jointly administered by 
the federal and provincial governments 
are listed only under Provincial 
Government Incentives. 


Department of Industry, 
Trade and Commerce 


Enterprise Development Program (EDP) 


The program assists eligible manufacturing 
and processing firms to become more 
viable and internationally competitive 
through grants and loans. The grants are to 
help firms to develop proposals for 
project assistance, study market feasibility 
or productivity improvement, procure 
industrial design services, and develop or 
introduce new technology. Loans or loan 
guarantees assist restructuring or 
rationalization. Further grants or loans are 
also available to help firms to meet 
special problems or to further specific 
government objectives. Contact: 
Enterprise Development Board, 
Department of Industry, Trade and 
Commerce, 240 Sparks St., Ottawa, 
Ontario, Canada K1A 0HS5. 


Machinery Program 


This program provides for remission of 
import duty on types of machinery 

not manufactured in Canada, when the 
importation of such machinery is vital to 
an enterprise. Contact: Machinery and 
Equipment Advisory Board, Department 
of Industry, Trade and Commerce, 240 
Sparks St., Ottawa, Ontario, Canada 

K1A 0OH5. 


Agricultural and Food Products Market 
Development Program (AGMAP) 


Financial assistance to develop domestic 
and export markets for agriculture and 

food products. Contact: Program Unit, 

Agriculture Fisheries and Food Products 
Division, Department of Industry, Trade 
and Commerce, 240 Sparks St., Ottawa, 

Ontario, Canada _ K1A OHS. 


Other Programs 


Financial assistance programs are also 
available for shipbuilding, defence 
production, fashion design, grains and 
oilseeds marketing and for export market 
development. Contact: Department of 
Industry, Trade and Commerce, 240 Sparks 
St., Ottawa, Ontario, Canada K1A OHS. 


National Research Council 


Industrial Research Assistance 
Program (IRAP) 


Shares cost of selected research projects. 
Contact: National Research Council, 
Montreal Road, Ottawa, Ontario, 
Canada_ K1A OR6. 


Pilot Industry/Laboratory Program (PILP) 


Provides shared-cost research between 
NRC laboratories and industrial firms. 
Contact: National Research Council, 
Montreal Road, Ottawa, Ontario, 
Canada_ K1A OR6. 


Department of Regional Economic 
Expansion (DREE) 


Regional Development 
Incentives Program (RDIP) 


The program provides grants and loan 
guarantees to foreign and Canadian firms 
undertaking ventures in designated 
regions in all provinces under the 
Regional Development Incentives Act. 
Incentives are provided principally to 
manufacturing or processing operations 
and loan guarantees are also available to 
certain new service facilities. The 
Montreal Special Area designated under 
the DREE Acct is eligible for grants in 
certain manufacturing or processing 
sectors. Contact: Industrial Incentives 
Branch, Department of Regional 
Economic Expansion, Sir Guy Carleton 
Building, 161 Laurier Avenue West, 
Ottawa, Ontario, Canada K1A 0M4. 


Federal Business Development Bank 
(FBDB) 


Provides financial assistance to business, 
particularly small business, in the form of 
loans, loan guarantees, equity financing or 
leasing. Management services are also 
available to small businesses. Contact: 
Federal Business Development Bank, 901 
Victoria Square, Montreal, Quebec, 
Canada _ H3C 3C3. 


Department of Finance 


Guarantees loans up to $50,000 from 
approved lenders to proposed or existing 
businesses whose actual (or estimated) 
gross revenue is less than $1 million. 
Contact: Guaranteed Loans 
Administration, Department of Finance, 
Place Bell Canada, 160 Elgin St., Ottawa, 
Ontario, Canada K1A 0G5. 
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PROVINCIAL GOVERNMENT 
INCENTIVES 


ALBERTA 


Alberta Opportunity Company 


Provides financing for Alberta 
manufacturing and service businesses 
through direct loans or guarantees of 
loans for fixed assets or working capital 
when funding is not available from 
conventional lending institutions. 
Contact: Alberta Opportunity Company, 
Box 1860, Ponoka, Alberta, Canada 

TOC 2H0. 


Canada-Alberta Subsidiary Agreement on 
Nutritive Processing Assistance 


The maximum grant under this program is 
35 per cent of the total capital required to 
duild or expand a facility. The grant is 
‘estricted to nutritive processing 
dperations in which raw or semi- 
drocessed products are physically or 
chemically altered, processed, or refined 
»r made more marketable as nutritional 
»roducts for humans, animals, or plants. 
he grants are available for operations 
inywhere in Alberta except Edmonton 
ind Calgary. Contact: Executive Director, 
REE Program, Agriculture Building, 11th 
loor, 9718 — 107th St., Edmonton, 
\lberta, Canada T5K 2C8. 


3RITISH COLUMBIA 


ritish Columbia 
Yevelopment Corporation 


he corporation provides financing in the 
drm of term loans, loan guarantees, 
erformance bonds, deficiency 
uarantees, leasing of buildings and 
lachinery, and in special cases, equity. 
‘hile there is no limit on the amount of 
inds the corporation may provide, in 
tge scale projects it prefers to provide 
isistance in conjunction with other 
ancial institutions. BCDC provides 
srviced land on a sale or lease basis to 
scondary manufacturing and related 
srvice industries. Land is available 
rough the land development division. 
DC acts as project manager of large 
pital projects in British Columbia. 
antact: British Columbia Development 
Drporation, 272 Granville Square, 200 
anville St., Vancouver, British Columbia, 
inada_ V6C 154. 


inistry of Economic Development 


'e business development program 
Ovides assistance in marketing British 
lumbia-manufactured products outside 


the province by providing financial 
support to businesses to participate in 
trade shows and trade missions outside 
Canada. It also provides a market 
development assistance program, a 
technical assistance program, a small 
businesses assistance program and a 
business information service on the 
availability and source of various forms of 
financial and other assistance to business. 
The new business service provides 
counselling and information about 
government regulations. Contact: 
Business and Industrial Development 
Branch, Ministry of Economic 
Development, Box 10111, 700 West 
Georgia St., Vancouver, British Columbia, 
Canada V7Y 1C6. 


MANITOBA 


Design Assistance Program 


Cost-sharing of consulting and advisory 
services for market research, design and 
redesign of products and packages. 
Contact: Manitoba Design Institute, 
155 Carlton St., 5th floor, Winnipeg, 
Manitoba, Canada R3C 3H8. 


Export Incentive Program 


Cost-sharing of promotion for new export 
markets. Contact: Manitrade, 155 Carlton 
St., Winnipeg, Manitoba, Canada 

R3C 3H8. 


Manitoba Research Council 


The Research and Development 
Assistance Program provides shared-cost 
assistance for research and development 
of new or improved products or 
processes. The council’s Canadian Food 
Product Development Centre provides 
advice and in-plant assistance including 
laboratory work for food and feed 
industries. Contact: Manitoba Research 
Council, 155 Carlton St., 6th floor, 
Winnipeg, Manitoba, Canada R3C 3H8. 


Manitoba Department of 
Industry and Commerce 


The Feasibility Studies Incentive Program 
assists manufacturing and processing 
industries with shared-cost feasibility 
studies on establishing or expanding 
manufacturing. The DREE Application 
Incentives Program provides shared-cost 
assistance to employ outside consultants 
in the preparation of applications to the 
federal government’s Department of 
Regional Economic Expansion programs 
for the establishment or expansion of 
manufacturing facilities. The Productivity 
Improvement Program provides shared- 
cost assistance to identify problems and 
obstacles to growth. The Manpower 
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Development Assistance Program 
provides cost-sharing of manpower 
development programs. Contact: 
Department of Industry and Commerce, 
155 Carlton St., Winnipeg, Manitoba, 
Canada R3C 3H8. 


NEW BRUNSWICK 


New Brunswick Industrial 
Development Board 


Provides financial assistance to 
manufacturers or processors, normally in 
the form of a loan guarantee or direct 
loan. Administers a joint federal- 
provincial interest-free forgivable loan 
program oriented to small businesses. 
Contact: Department of Commerce and 
Development, P.O. Box 6000, Centennial 
Building, Fredericton, New Brunswick, 
Canada £3B 5H1. 


New Brunswick Provincial 
Holdings Limited 


Will take an equity position in 
manufacturing companies locating in New 
Brunswick. Contact: N.B. Provincial 
Holdings Ltd., P.O. Box 6000, Centennial 
Building, Fredericton, New Brunswick, 
Canada £3B 5H7. 


Research and Productivity Council 


Provides technical support services for 
industry in New Brunswick, including 
engineering and problem solving, 
industrial research and development, and 
management consulting, on a cost- 
recovery basis. Contact: N.B. Research 
and Productivity Council, College Hill 
Road, Fredericton, New Brunswick, 
Canada 3B 5C8. 


NEWFOUNDLAND 


Newfoundland and Labrador 
Development Corporation 


This joint federal-provincial corporation 
provides equity and loan financing up to 
$1 million for establishing or expanding 
small and medium-sized businesses. 
Contact: Newfoundland and Labrador 
Development Corporation, P.O. Box 1738, 
44 Torbay Road, St. John’s, Newfoundland, 
Canada ATC 5P5. 


Department of Industrial Development 


Approved financing of new or expanding 
business ventures in amounts of more 
than $1 million. Contact: Department of 
Industrial Development, Confederation 
Building, St. John’s, Newfoundland, 
Canada A1C 577. 
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NOVA SCOTIA 


Industrial Estates Ltd. 


Long-term loans on 20-year first 
mortgages on 100% of the cost of new 
land and buildings of secondary 
manufacturers and up to 60% financing of 
new machinery with 10 years to repay. 
Minimum loan financing available under 
this program is $150,000. Contact: 
Industrial Estates Ltd, 5151 George St., 
Suite 700, Halifax, Nova Scotia, 

Canada B3J 71M5. 


Industrial Development Manager, In- 
dustrial Estates Limited, Niederkasseler 
Kirchweg 95, 4000 Dusseldorf 11, Germany 


Industrial Loan Act, Industrial 
Development Act 


Loans for new or expanding resource- 
based industries and tourist facilities at 
current interest rates. Contact: Nova 
Scotia Resources Development Board, 
Bank of Montreal Towers, P.O. Box 519, 
Halifax, Nova Scotia, Canada B3J 2R7. 


Department of Development 


The department offers a number of 
assistance programs to business and 
industry. These include: The Marketing 
Assistance Program, the Management 
Development Program, the Product 
Design and Development Program, the 
Rural Industry Program, the Opportunity 
Identification Program and the Industrial 
Malls Program. The Strait of Canso 
Development Office is a joint federal- 
provincial agency funded by the 
Department of Regional Economic 
Expansion and the Nova Scotia 
Department of Development. The 
deepwater port is particularly appropriate 
for the location of heavy industry, 
particularly as related to the petro- 
chemical industry and “bulk supership’”’ 
shipments. Contact: Nova Scotia 
Department of Development, 5151 
George St., P.O. Box 519, Halifax, Nova 
Scotia, Canada_ B3J 2R7. 


ONTARIO 


Ontario Development Corporation 


Programs include: industrial mortgages 
and leasebacks, export support loans, 
venture capital loans, pollution control 
equipment loans, loans to small 
businesses, tourist industry loans, and 
incentive loans to encourage industries to 
locate or expand in slow-growth areas of 
Ontario. Contact: Ontario Development 
Corporation, Mowat Block, 3rd floor, 900 
Bay St., Toronto, Ontario, Canada 

M7A 2E7. 


Ontario Industrial Training Program 


Assistance for training programs to 
companies locating in areas where such 


programs will help improve employment 
opportunities. Contact: Ministry of 
Colleges and Universities, Industrial 
Training Branch, Mowat Block, 900 Bay St., 
Toronto, Ontario, Canada M7A 2E7. 


Retail sales tax exemption for production 
machinery and equipment 


A retail sales tax exemption is granted to a 
manufacturer or producer who purchases 
machinery and equipment which alters 
the goods in process as well as a wide 
variety of mining, logging, waste removal 
and pollution control equipment and 
other types of machinery. Contact: 
Ministry of Revenue, Retail Sales Tax 
Branch, Queen’s Park, Toronto, Ontario, 
Canada M7A 1X9. 


PRINCE EDWARD ISLAND 


Industrial Enterprises Incorporated 


Provides assistance for capital 
expenditures in the form of first mortgage 
loans on real estate and/or equipment. 
Contact: Industrial Enterprises 
Incorporated, West Royalty Industrial 
Park, Charlottetown, Prince Edward 
Island, Canada C71E 1B0. 


P.E.1. Department of Industry 
and Commerce 


The Industrial Assistance Program 
provides assistance in the form of 
forgivable performance loans to manu- 
facturing and processing businesses. 
Where the maximum capital expenditure 
is $25,000, eligible businesses may receive 
a maximum forgivable performance loan 
of $12,500 or 25% of the total capital cost 
and up to $2,000 for each new job created. 
The Service Sector Assistance Program 
provides assistance to primary resource 
industries and/or secondary 
manufacturers and processors to purchase 
new, used, or reconditioned equipment 
and machinery. It also assists in the 
financing of construction or renovation of 
production facilities. For a maximum 
capital expenditure of $60,000, the amount 
of forgivable performance loan would be 
25% of the approved capital costs to a 
maximum of $30,000 and up to $2,000 for 
each new full-time job created. Financing 
for these programs is on a joint federal- 
provincial basis. Contact: Department of 
Industry and Commerce, P.O. Box 2000, 
180 Kent St., Charlottetown, Prince 
Edward Island, Canada C1A 7N8. 


QUEBEC 


Quebec Industrial Development 
Corporation (QIDC) 


QIDC offers financial assistance to 
manufacturing projects in compliance 
with the industrial policies of the Quebec 
Ministry of Industry and Commerce. 


Long-term financing of capital costs, 
reduced rates of interest and shared 
equity in manufacturing projects, are 
available. These forms of financial 
assistance are offered to most sectors of 
industry in Quebec by QIDC together 
with direct government grants offered by 
DREE’s specially-designated zone in 
Montreal. Contact: Quebec Industrial 
Development Corporation, 1126, Chemin 
Saint-Louis, Room 700, Sillery, Quebec, 
Canada_ G7S 1E5. 


Quebec Ministry of Industry and 
Commerce 


An industrial financing fund to encourage 
the development of small plants through 
fiscal abatement at the accrued rate of 
25% annually and a tax rebate to 
encourage regional industrial 
development for the general industrial 
sector is available in addition to QIDC 
development assistance programs. (See 
listing above.) The costs of exporting 
Quebec-manufactured products are 
supported by interim financing. The 
ministry also contributes financially to the 
organization of trade missions, feasibility 
studies and market surveys, promotes 
manufacturing under foreign licenses, 
conducts regional labour surveys, and 
studies problems related to industrial 
productivity, at the request of potential 
investors. The ministry maintains 
permanent economic delegations in New 
York, Boston, Chicago, Dallas, Los 
Angeles, Toronto, Brussells, Dusseldorf, 
London, Milan, Paris, and Tokyo. Contact: 
Quebec Ministry of Industry and 
Commerce, Industrial Promotion 
Directorate, Place Ville-Marie, Suite 2300, 
Montreal, Quebec, Canada H3B 3M6. 


SOQUEM, SOQUIM, SOQUIP, 
SOQUIA, REXFOR 


These Quebec government-owned 
societies are involved in financial 
participation in joint ventures with 
Canadian or foreign private sector 
investors in the mining sector (SOQUEM), 
oil and gas (SOQUIP), agriculture and 
food industries (SOQUIA) and forestry 
(REXFOR). Contact: Quebec Ministry of 
Industry and Commerce, Industrial 
Promotion Directorate, Place Ville-Marie, 
Suite 2300, Montreal, Quebec, 

Canada H3B 3M6. 


SASKATCHEWAN 


Saskatchewan Economic Development 
Corporation (SEDCO) 


Provides mortgages up to 20 years, loan 
guarantees, venture capital and industrial 
land for lease or sale. Contact: 
Saskatchewan Economic Development 
Corporation, 1106 Winnipeg St., Regina, 
Saskatchewan, Canada _ S4R 6N9. 
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International business 


The Board of Directors: Perspectives 
and Practices in Nine Countries 


Bacon, Jeremy, and Brown, James K. 
New York: The Conference Board Inc., 
1977. Report No. 728 


Explores the changing relationships 
between board of directors and manage- 
ment, with particular reference to three 
developments — workers as directors, 
‘two-tier boards, and the revival of board 
independence — and compares 
characteristics and practices of boards in 
the Federal Republic of Germany, 
Sweden, United Kingdom, France, Turkey, 
‘United States, Canada, Venezuela and 
Japan. 


Multinational Corporations 
in Comparative Perspective 


LaPolambara, Joseph, and Blank, Stephen 
New York: The Conference Board Inc., 
1977. Report No. 725 


__ This report (the second in a series on 
the conduct of multinational enterprises 
abroad) compares U.S.-based multi- 
nationals with those based in other 
countries as to organizational structure 
and style, attitude to joint ventures, 
management policy, and effectiveness in 
analyzing host country environments. 


Political Risks in International 
Business 


Thunell, Lars H. 
New York: Praeger Publishers, 1977 


_ AStatistical analysis of the relation- 

ship between investment decisions of 
multinational enterprises and host coun- 
try political conditions. 


‘international Intracorporate Pricing — 
Non-American Systems and Views 


Arpan, Jeffrey S. 
New York: Praeger Publishers, 1977 


A study of the factors involved in the 
tansfer-pricing decisions of non- 
American firms with subsidiaries in the 
Jnited States, based on a sample survey 
of companies. 


The Multinational Enterprise in a 
dostile World 


“urzon, Gerald, and Curzon, Victoria 
editors) 

‘oronto: MacMillan Canada/Maclean- 
dunter, 1977 


Academics, civil servants and journal- 
ists discuss some of the areas of con- 
flict between state and multinational 
enterprise. 


The Case for the Multinational Corporation 


Madden, Carl H. (editor) 
New York: Praeger Publishers, 1977 


Papers presented at the National Cham- 
ber Foundation’s National Conference 
on Multinational Corporations for Cor- 
porate Leaders, November, 1975. Subjects 
include transfer-pricing policies, 
effects of investments on the economies 
of host and parent countries, tax 
policies affecting multinational cor- 
porations, and other current questions. 


In Defence of Multinationals: 
The Myths, the Realities and the Future 


Roach, E. Hugh 
Toronto: Canadian Institute of Inter- 
national Affairs, 1977 


A short rebuttal of some of the com- 
mon criticisms of multinationals in such 
areas as ownership, employment of 
nationals in management, disclosure of 
financial data, economic impact on host 
countries, technology transfer and 
intracorporate pricing. 


Multinationals from Small Countries 


Agmon, Tamir and Kindleberger, C.P. 
Cambridge, Mass.: The MIT Press, 1977 


Papers presented at a 1976 conference 
sponsored by the Center for Internation- 
al Studies and the Sloan School of Man- 
agement at M.I.T. on aspects of the 
operations of international firms — head- 
quartered in small countries, including 
developing countries. 


Canada: Business, Investment, 
Government Policy 


Assessing Trends in Canada’s 
Competitive Position 


Frank, James G. 
Ottawa: The Conference Board in 
Canada, 1977 


An examination of recent trends in the 
competitiveness of Canadian industry 
compared with its counterparts in the 
United States. The analysis focuses on 
two determinants of competitiveness — 
trends in relative labour costs and in 
relative productivity levels. 


Sources of Venture Capital in Canada 


McQuillan, Peter, and Taylor, Howard 
Ottawa, Department of Industry, Trade & 
Commerce, 1978! 


An outline of the policies and practices 
of venture capitalists, with profiles 
of venture capital groups in Canada, as 
well as a survey of other sources of 
financing available to business. 


Canadian Directorship Practices: 
A Profile 


Ferrari, Leslie Ann 
Ottawa: The Conference Board in 
Canada, 1977. Canadian Studies: No. 45 


Results of a survey of Canadian com- 
panies, including foreign-owned firms, 
on the characteristics of their boards of 
directors. The report shows the 
size of boards, numbers of inside and 
outside directors, citizenship and 
residence of inside and outside directors 
and stock ownership requirements. 


The Availability of Capital to Fund the 
Development of Canadian Energy Supplies 


Downs, J. R. 

Calgary: Canadian Energy Research 
Institute, University of Calgary, 
Alberta 1977 


Outlines the scale of investment 
required for future energy development 
in Canada and examines the likely sources 
of funds, with special reference to 
the financing problems and issues that 
will arise in each major energy sector. 


Oil in the Seventies: 
Essays on Energy Policy 


Watkins, G. Campbell and 
Walker, Michael (editors) 
Vancouver: The Fraser Institute, 1977 


Essays by Canadian and American auth- 
orities on Canadian demand for energy, 
oil and gas prices in Canada, govern- 
ment enterprise, multinationals and the 
financial position in the petroleum 
industry. 


Government Support of Scientific 
Research and Development 


McFetridge, D. G. 
Downsview (Ont.) and Buffalo (N.Y.): 
University of Toronto Press, 1977 


An assessment of Canadian government 
policies in support of research and 
development, and of alternative policies. 


FOREIGN INVESTMENT REVIEW, SPRING 1978 / PAGE 25 


ee asc.) !!!!t:;*;:tC~*t~‘itit~*;s 


Statistical tables 
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QUARTERLY TABLE | — SUMMARY 
FIGURES 
REVIEWABLE ACQUISITION CASES 
1976 1977 
third fourth first second third fourth 
quarter quarter quarter quarter quarter quarter 
Total 45 58 41 60 80 80 
Industry 
Primary 4 3 3 2 11 4 
Manufacturing 28 29 16 Qi, 28 34 
Construction and services 13 26 22 31 41 42 
Country of control 
United States 28 40 25 40 55 52 
United Kingdom 7 8 10 10 9 11 
Other Europe 8 9 6 4 16 14 
All other 2 1 = 6 a 3 


Deen ee ee ee ———————— 


REVIEWABLE NEW BUSINESS CASES 


eee ae 


1976 1977 
third fourth first second third fourth 
quarter quarter quarter quarter quarter quarter 
Total 64 61 62 93 86 87 
Industry 
Primary 3 5 3 6 8 5 
Manufacturing 17 17 16 25 29 25 
Construction and services 44 39 43 62 49 57 
Country of control 
United States 31 28 35 48 52 49 
United Kingdom 7 6 a 11 6 8 
Other Europe 17 23 15 24 21 25 
All other 9 4 7 10 7 5 
ANNUAL TABLE 2 — OUTCOME OR STATUS 
FIGURES REVIEWABLE ACQUISITION CASES 
19747 1975 1976 1977 
Reviewable new cases 102 166 171 261 
Carryover from previous period = 51 55 67 
Total of above 102 P27 226 328 
Total resolved 51 162 159 277 
Allowed 33 116 124 232 
Disallowed 9 21 19 21 
Withdrawn 9 25 16 24 
Carried over to next period 51 55 67 51 
Allowed cases as percent of resolved 65% 72% 78% 84% 
a ee ee Ee ee eee 
REVIEWABLE NEW BUSINESS CASES 
1975" 1976 1977 
Reviewable new cases 6 196 328 
Carryover from previous period ors 6 60 
Total of above 6 202 388 
Total resolved — 142 336 
Allowed — 115 297 
Disallowed — 9 12 
Withdrawn _ 18 27 
Carried over to next period 6 60 52 
Allowed cases as percent of resolved = 81% 88% 


RS RR RS RR RR RE RR 


T Provisions for review of acquisitions came into force April 9, 1974. 


* Provisions for review of new businesses came into force October 15, 1975. 
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TABLE 3 — COUNTRY OF CONTROL 
REVIEWABLE ACQUISITION CASES 


1974+ 1975 1976 1977 

Total 102 166 171 261 
United States 61 116 109 171 
United Kingdom 21 15 23 40 
Other Europe 15 27 34 41 
Belgium 1 2 1 2 
Denmark = = = 2 
France 3 6 6 6 
Germany, West 5 2 10 aS 
Italy — 2 1 3 
Liechtenstein 2 Us — _— 
Luxembourg == = 3 = 
Netherlands = 5 = 4 
Norway = 1 = = 
Sweden = 2 9 2 
Switzerland 4 5 4 7 
All other 5 8 5 9 
Australia 2 1 — 1 
Bermuda = 2 1 — 
Japan 2 Z 3 3 
Others 1 3 1 5 
Allowed cases as percent of resolved % % % % 
United States 65 Hi 73 91 
United Kingdom 70 79 82 95 
Other Europe 71 50 86 90 
All other 50 30 100 80 


T Provisions for review of acquisitions came into force April 9, 1974. 
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REVIEWABLE NEW BUSINESS CASES 


1975* 1976 1977 

Total 6 196 328 

United States 4 90 184 

United Kingdom = 22 30 

Other Europe 1 63 85 

Belgium = 1 —= 

Denmark _ 5 6 

Finland _— 1 1 

France = 9 17 

Germany, West = 22 26 

Greece = = 1 

| Italy 1 9 10 
| Liechtenstein - 2 — 
Monaco = = 1 

Netherlands — 2 3 

Norway = — 3 

Spain = 1 = 
Sweden = 3 9 

Switzerland == 8 8 

All other 1 21 29 

Australia = 2 3 

Hong Kong = 3 3 

India = 3 1 

Japan a 4 10 

Others 1 9 12 

Allowed cases as percent of resolved % % % 

United States _ 73 88 

United Kingdom = 93 82 

Other Europe == 82 94 

= 95 77 


All other 
eee 


* Provisions for review of new businesses came into force October 15, 1975. 
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TABLE 4 — INDUSTRIAL SECTOR 
REVIEWABLE ACQUISITION CASES 


1741975976977 
Total 102 166 171 261 
Primary 15 18 15 20 
Agriculture 2 = 2 3 
Forestry 3 1 ets 1 
Fishing and trapping —_— 1 _ 1 
Mines, quarries, oil wells 10 16 13 15 
Manufacturing 47 82 93 106 
Food and beverage 5 10 9 15 
Tobacco products 1 1 — _ 
Rubber and plastic products Z 2 3 
Leather 1 1 1 = 
Textiles Z = 2 4 
Knitting mills 1 1 = 1 
Clothing = 2 1 _ 
Wood 5 6 2 5 
Furniture and fixture = 2 4 2 
Paper and allied 1 2 1 5 
Printing, publishing, and allied = 3 1 29 
Primary metal aa 3 7 24 
Metal fabrication 2 6 12 9 
Machinery 5 11 4 9 
Transportation equipment 8 6 3 5 y 
Electrical products 1 9 11 11 
Non metallic mineral products 8 3 9 5 
Petroleum and coal products = = 2 19 
Chemical 3 11 15 10 
Miscellaneous 2 3 6 14 
Construction and services 40 66 63 135 
Construction 2 2 2 3 
Transportation, communication, utilities 6 6 9 10 
Trade 18 37 38 73a 
Finance, insurance, real estate 10 14 8 16 
Community, business, personal services 4 if 6 33 
+ Provisions for review of acquisitions came into force April 9, 1974. 
REVIEWABLE NEW BUSINESS CASES 
1975" 1976-1977 
Total 6 196 328 
Primary = 12 229) 
Agriculture = 2 5 
Forestry = <= 2 
Fishing and trapping — _— 1 
Mines, quarries, oil wells — 10 14 
Manufacturing 2 67 95 
Food and beverage — 3 7 
Tobacco products = ae = 
Rubber and plastic products = 3 4 
Leather — —_— 1 
Textiles — 2 4 
Knitting mills _— _ 2 
Clothing — 2 3 
Wood — 2 = 
Furniture and fixture 1 2 14 
Paper and allied — 1 29 
Printing, publishing, and allied — = 5 
Primary metal _— 5 6 
Metal fabrication 1 10 13 
Machinery — 5 14 
Transportation equipment = 1 6 
Electrical products = i 5a 
Non metallic mineral products a 3 Sia 
Petroleum and coal products _ = = 
Chemical — 6 3 
Miscellaneous — 14 17 
Construction and services 4 117 211 
Construction — 4 4 
Transportation, communication, utilities 1 10 5 
Trade 1 68 131 
Finance, insurance, real estate it 10 17 
Community, business, personal services 1 25 54 


* _ : : ' 
Provisions for review of new businesses came into force October 15, 1975. 


FOREIGN INVESTMENT REVIEW, SPRING 1978 / PAGE 28 


Gaver ment 
Publications: 


A quarterly journal on 
investment conditions in CANADA Summer 1978 Vol. 1, No.4 


Cover: 


The Matagami-Radisson highway. 
Photo: The James Bay Development Corporation 


FOREIGN 
INVESTMENT | 


Published by the Foreign Investmei 
w Agency of Canada 


- Opinions expressed in this maga 
y senior FIRA off 

y reflect the views « 

of the rareie: Investment Revie 


The Foreign Investment REVIEW 
letters to the editor but the edito 
guarantee that such submission 
published. 


The contents of this sublicall 
reproduced, provided that the 
Investment REVIEW and the bah a 
credited as the source. : 


Subscriptions: The Foreign In 

REVIEW is free of charge. If you wis 
receive future editions, send compl 
address to: Circulation Manager, Fore 
Investment REVIEW, Foreign Investme 
Review Agency, Box 2800, Station 
Ottawa, Canada K1P 6A5. _ 


Change of address: Please include 
address label together with your ne’ 
address and send to: Circulation — 
_ Manager, Foreign Investment RE 
Foreign Investment Review Agen 
2800, Station ‘‘D’’, Ottawa, Canada 
Kip GAS. / 


Foreign Investment REVIEW 
est également disponible 
gratuitement en fran¢ais sous le titr 
L’investisseur étranger. Toute 
doit étre adressée au rest 
abonnements, L’investisseur et 
Agence d’examen de l’investis 
étranger, C.P. 2800, Succursale 
«D», Ottawa, Canada K1 6A: 


Hay Foreign Investment 


Review Agency — 


FOREIGN 
_ INVESTMENT 


IEW 


3 
"ONTENTS Volume 1, Number 4 Summer 1978 
ee 


News briefs 


2 A roundup of Canadian news of interest to investors 
Features 
4 The Canadian experience of Marks and Spencer 


by Charles J. Byron 


7 When does a licensing agreement in Canada make sense? 
by J. Peter Killing 


11 Tax considerations for investment in Canada 
by E. Cal Cochrane 


re ee ON Ree 


14 The James Bay development: a photosketch 
18 GATT trade talks: implications for investment in Canada 
by John Downs 
Capital investment projects in Canada 
22 Spotlight on transportation and commercial developments 
Incentives to industry 
26 A list of federal and provincial business incentives available to both 
| Canadian and non-Canadian investors 
| 29 Books 
| 


Statistical tables 


30 Updated figures of FIRA cases including acquisitions and new 
businesses by industry sector and investor’s country of origin 


FOREIGN INVESTMENT REVIEW, SUMMER 1978 / PAGE 1 


a a eee 


News briefs 
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ECONOMY 


Federal and provincial budgets 


Recent Canadian federal and provincial 
budgets have generally sought to contain 
government expenditures while giving 
some impetus to economic recovery by 
stimulating consumer and business spend- 


ing. 


The stimulus to consumer spending in 
the federal budget took the form of a 
proposal to bear part of the cost of a tem- 
porary reduction in sales taxes, which in 
Canada are levied by the provinces. Sales 
taxes were then reduced or selectively 
eliminated for varying periods in all 
provinces (except Alberta which has no 
retail sales tax). In addition, some 
provinces, notably Saskatchewan, 
Manitoba, Quebec and New Brunswick, 
reduced personal income taxes. 


The federal budget brought down on 
April 8th by Finance Minister Jean Chré- 
tien contained tax provisions of interest to 
business in three specific areas: industrial 
research and development, oil extraction, 
and railway equipment. These measures 
included : 


® Deduction from income of 50% of 

any increase in research and development 
expenditure over the average level of the 
previous three years. This allowance, 
which is to be available for 10 years, is in 
addition to existing incentives that includ- 
ed a 100% write-off of R & D expenditures, 
investment tax credits of 5 to 10 percent, 
and direct assistance programs. 


e More generous depletion allowances 
— up to 50% of total income — for 
qualifying investments in non- 
conventional oil projects. 


e A higher depletion allowance — $1 
for every $2 spent — for machinery and 
equipment for enhanced recovery systems 
in the petroleum industry. 


e Heavy-oil upgrading plants now to be 
treated as manufacturing plants, eligible 
for fast write-offs and the reduced tax rate. 


e Additional depletion allowances of 
6% on railway capital expenditures under- 
taken before 1983. This measure is intend- 
ed to improve the railway system and 
benefit suppliers of railway equipment. 


While the federal budget contained no 
special incentives to mining, the Minister 
noted that the government is proceeding 
with a review of mining taxation. The On- 


tario provincial budget, meanwhile, gave 
the mining industry a number of tax con- 
cessions worth about $5 million. 


Economic Council of Canada 
to monitor wages and prices 


Canada’s wage and price controls, 
started in October 1975, are now in the 
process of being gradually phased out. All 
income earners and companies will be 
free of controls by the end of this year. But 
the Economic Council of Canada has 
accepted the new additional role of 
monitoring wage and price developments. 


The Economic Council, an advisory 
group of leading Canadian businessmen, 
economists, and others, was established in 
1963 by the federal government to advise 
and recommend on how Canada could 
achieve high levels of employment and 
economic efficiency and a consistent high 
rate of growth. The Council was requested 
to take on its new role by Prime Minister 
Trudeau following his meeting with 
provincial premiers in February. In assign- 
ing the Council its new mandate, the 
Prime Minister spelled out the specific 
duties to include: 


© publishing of studies and reports on 
general developments affecting prices, in- 
comes or productivity; 


® monitoring of changes in prices, in- 
comes or productivity and determining 
and analyzing the reasons for such 
changes; 


@ inquiring into the structure and 
operations of markets and recommending 
possible improvements that would con- 
tribute to lower rates of inflation or in- 
creased productivity. 


A new unit of the Council, with its own 
staff and director, has been formed to take 
on the monitoring function. 


Dr. Sylvia Ostry, Chairman of the 
Economic Council, has indicated that the 
new unit will focus on the “macro” rather 
than “micro” aspects of the postcontrols 
period — that is, on the broad situation 
affecting inflation and productivity rather 
than on specific price and income 
decisions. ““We would want to look at 
major developments in productivity, 
price, and income movements and to do 
sectoral analyses which are not done in 
regular fashion and a range of analyses on 
such subjects as what the consumer price 
index really means in a period of rapid in- 
flation.”’ 


The Economic Council will rely on infor- 
mation that is publicly available or that can 
be obtained from government 
departments such as Statistics Canada and 
Labour Canada. The Council has no power 
to hold its own inquiries, but it can recom- 


mend to the government that a special in- | 


quiry commission be set up. 


The monitoring role of the new unit will | 


continue until the end of 1981. 


Capital spending and profits to rise 
A federal Industry, Trade and 


Commerce survey of some 300 large com- © 


panies in Canada indicates that they plan 
to increase their capital spending in 1978 


over 1977 by 13.1% in current dollars and | 


5.5% in real terms. This compares with the 
previous year’s increase of about 4% in 
real terms. Companies covered in the sur- 
vey, which was conducted in late March 
and early April, account for over two- 
thirds of Canada’s nonfarm business out- 
lays on new plant and equipment. 


The capital goods inflation rate assumed — 


in corporate budgets was, on the average, 
7.6% for 1978 compared with 8.5% for 
1978 in the similar survey a year earlier. 
The recent survey reflected improvements 
in several other conditions besides prices 
— notably in profit expectations and 
exports. 


Profitability is expected to improve by a 
rising proportion of companies — follow- 
ing a sharp rise in actual profits in 1977. In 
the recent survey, a profit improvement in 
1978 over 1977 was expected by 60% of 
companies (with 14% expecting no 
change and 26% expecting a decline), and 
a profit improvement in 1979 over 1978 
was expected by 76% (with 12% expecting 
no change and 12% expecting a decline). 
It thus appears that 1979 is shaping up as 
the best of several consecutive years of 
strong profit gains. 


For manufacturing firms in the survey, 
current dollar investment is planned to 
rise by about 19% in 1978 over 1977, com- 
pared with an estimated actual increase of 
8% in 1977. Actually, larger-than-average 
increases are expected in most manufac- 
turing industries, but the overall average is 
dampened by a levelling out of expen- 
ditures in two large sectors — chemicals 
and forest products. 


Outside manufacturing, large expen- 
diture increases are planned for pipelines, 
electric utilities, and finance and trade, 
while declines are expected for the oil and 
gas and mining industries. 
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_ For foreign-controlled firms in the sur- 
vey, the planned expenditure increase for 
1978, at 7% in current dollar terms, is not 
as large as the total 13.1% for all firms in 
the survey. However, the planned in- 
creases in manufacturing are just about as 
large for the foreign-controlled as for all 
manufacturing firms in the survey. The 
overall increase for foreign-controlled 
firms is moderated by relatively weak 
expectations in certain large sectors, such 
as oil and gas and forest products. In any 
event, the profit and expenditure 
prospects for foreign-controlled firms, as 
for Canadian-controlled firms, appear to 
indicate increases from 1977 through 1979. 


Foreign direct investment rises 


_ The flow of foreign direct investment 
into Canada amounted to $410 million in 
1977, according to preliminary data issued 
by Statistics Canada. This was in marked 
contrast to the previous year, which 
‘ecorded statistically a “disinvestment” of 
6295 million. The sharp upturn in 1977 
confirms the judgment that the previous 
drief decline was mainly an “irregular’’ 
‘esult of a number of large “non- 
‘ecurring”’ transactions, namely purchases 
»y Canadians of some Canadian assets of 
‘oreign-owned firms. As indicated in the 
Ninter 1977/78 issue of Foreign Invest- 
nent REVIEW, the “non-recurring” tran- 
vactions amounted to about $725 million 
n 1976. 


Statistics Canada estimates that pur- 
chases by Canadians of foreign-owned 
-anadian assets declined to $225 million in 
(977. \f these are excluded from the 
tatistics, the “adjusted” figure for foreign 
lirect investment in Canada is $635 million 
Or 1977, an increase of nearly 50% from 
he adjusted figure for the preceding year. 


Portfolio investment inflows into 
canada by non-residents amounted to 
5,778 million in 1977. This was $3.3 billion 
yelow the record level of 1976, but far 
ligher than in all previous years. 


oreign-controlled firms 
mong largest in Canada 


_The proportion of foreign-controlled 
rms tends to be higher among large-size 
Ompanies in Canada and to decline as the 
ze range declines, according to a study 
y Statistics Canada of nearly 30,000 com- 
anies in Canadian manufacturing, 
lining, and forestry industries. Although 
te study was based on 1972 data, its con- 
‘usions are still applicable because the in- 
ustrial structure changes very slowly. 


Of the 100 largest companies in the 
three major sectors taken together, 66 
were found to be foreign controlled. Of 
the largest 500 companies, 69% were 
foreign controlled; of the next 500, only 
45% were foreign controlled. The propor- 
tion continues to decline with the size of 
firms: below the top 1,000, only 3.6% of 
companies are foreign controlled. 


Multinationals are a 
strength to build on 


Subsidiaries of multinational companies 
have special advantages which are an im- 
portant strength in the industrial base of 
Canada (or any country in which they 
operate), and government policies should 
build on this strength instead of being 
concerned with who owns what shares, 
said Douglas Marrs, Chief Executive 
Officer of Westinghouse Canada Limited, 
in a recent public address entitled ‘Build 
on Strength”. 


Multinational companies realize, he 
said, that the role of their subsidiaries must 
change as the country develops and as its 
industrial policies change. And Canada 
must now reorient its economic policies to 
a strategy more in keeping with the coun- 
try’s changing position in the world. The 
key factors in this changing position are, 
he contended: 


e A reduced ability to rely on raw 
material exports, because of the resources 
now being developed in many Third 
World countries. 


e A reduced ability to rely on labour- 
intensive manufacturing industries, 
because these are increasingly being plac- 
ed in low-wage countries or in developed 
countries that have achieved economies 
of scale by aligning themselves into 
trading blocs. 


The new economic policies needed by 
Canada would, according to Mr. Marrs, 
encourage manufacturers in Canada to 
specialize, move into areas of excellence, 
and increase their competitiveness and 
participation in export markets. 


The strengths of multinationals on 
which Canada should build, he said, are 
these: 


1. The multinational is always looking 
around the world for host-country en- 
vironments which are conducive to the 
receipt by subsidiaries of international 
product mandates or ‘‘world charters”. 


2. Many Canadian subsidiaries already 
have the facilities in place to accept world- 


charter responsibilities for specialized 
product lines — responsibilities all the way 
from the research and development 
through to the after-sales service. 


3. The research and development 
capability of the parent company is by no 
means usually an obstacle to the sub- 
sidiary’s rapid expansion of technological 
capability — it can be a great advantage in 
a host country with a supportive economic 
environment. 


4. Multinationals have worldwide sales 
networks that are usually prepared to 
work very hard on behalf of Canadian (or 
other) suvsidiaries — and this is a major 
resource that Canada can utilize to its ad- 
vantage. 


LABOUR RELATIONS 


Industrial relations climate 


A study published recently by an 
economic research company takes issue 
with a prevalent view that Canada’s in- 
dustrial relations have been about the 
worst of any industrialized country except 
Italy. 


The author of the new study, Paul 
Malles, while agreeing that the general in- 
dustrial relations climate deteriorated dur- 
ing the late 1960s and early 1970s, main- 
tains that international comparisons of 
strike-lockout data are at best uncertain. 
This is not only because of differences in 
statistical methods among different coun- 
tries, but because of differences in struc- 
tures of economies and in occupational 
compositions of labour forces. 


The fact, according to the author, is that 
the number of Canadian workers involved 
in conflict situations as a percentage of the 
paid labour force is relatively low by inter- 
national standards — much lower than in 
France, Italy, and Australia, and also lower 
than in Belgium, Denmark and Japan. He 
explains much of the loss of working time 
in Canada as the result of duration of 
strikes and lockouts. Duration is greater in 
Canada than in other industrial countries 
except the United States. It thus appears to 
be a North American phenomenon. 


The author contends that if it were 
possible to reduce the duration of strikes 
by half, Canada’s record of time lost 
through industrial disputes would drop to 
an insignificant level. Even now time lost 
through strikes and lockouts amounts to 
only about one-half of one percent of 
worked time. 
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Features 


The Canadian 
experience of 
Marks and Spencer 


by Charles J. Byron 


Charles J. Byron is a senior assessment officer 
with the Assessment Branch of the Foreign 
Investment Review Agency 
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In 1975, the most famous retail clothing 
chain in Britain, Marks and Spencer, was 
allowed, under Canada’s Foreign Invest- 
ment Review Act, to acquire a majority 
shareholding in Peoples Department 
Stores Limited, a Montreal-based retailing 
chain. Peoples Department Stores was 
operating 50 variety stores under the 
“Peoples” name in Ontario, Quebec, and 
the Maritime provinces, 47 junior depart- 
ment stores known as ‘‘Walker/Smith’s”’ in 
Ontario, and 35 women’s wear stores 
known as “D’Allaird’s” in major cities 
across Canada. It also shared ownership 
with Marks and Spencer in 17 St. Michael 
Shops, which sold Marks and Spencer's 
private-label clothing imported from 
Britain. Now, nearly three years after the 
acquisition, Marks and Spencer, although 
yet to show a profit in Canada, appears to 
have achieved a solid base for a highly 
successful enterprise. 


This progress has not been easy. The 
company was forced to make adjustments 
and modifications to its store-expansion 
plans to suit changing economic 
conditions and the Canadian retailing 
marketplace. This meant that a couple of 
its Commitments to the Canadian govern- 
ment could not be fully accomplished in 
the specified time period. A new round of 
discussions with the government resulted 
in a new agreement, one that reflected 
Marks and Spencer’s more accurate 
growth expectations. All things con- 
sidered, the story of Marks and Spencer's 
first years in Canada is a good example of 
how a foreign investor and a host country 
can work together to shape — and 
reshape — an investment proposal to the 
benefit of both. 


A reputation for 
quality and value 


In Britain the Marks and Spencer name 
has long been a household word. From 
modest beginnings in 1884 when founder 
Michael Marks set up a tiny market stall in 
Leeds under the banner “Don’t ask the 
price — it’s a penny,” Marks and Spencer 
has burgeoned into a national network of 
more than 250 stores which attract 14 
million shoppers weekly and take in sales 
of $2 billion a year. 


In its early stages, the firm prospered 
because of a simplified and modest price 
structure for its merchandise. But for a 
long time now its appeal has been based 
on selling products of recognizable quality 
and excellent value. It offers its customers 
a select range (about 2,000 lines) of men’s, 
women’s and children’s wear, textiles, 
footwear and foodstuffs. Although a good 


part (28%) of sales are food items, Marks 


and Spencer's strength and public appeal 
continue to be in its textiles and clothing. _ 


All merchandise offered for sale is 
marketed under the company’s exclusive 
“St. Michael’ label. 


Reputation built on 
control and coordination 


In seeking to provide the consumer with 
quality and value, the design, production, 
and ultimate sales to the consumer, of 
St. Michael merchandise is tightly coor- 
dinated with textile mills, clothing 
manufacturers, and Marks and Spencer’s 
retail operations. St. Michael merchandise 
is, first and foremost, designed to appeal 
to the broad public. Fashion extremes are 
shunned — because, says Patrick Murphy 
(Marks and Spencer’s chief Canadian 
technical executive), ‘We are a fully 
planned business and are active followers 
of fashion. We do not plan to be fashion 
leaders.” Each and every St. Michael 
product is designed and developed by 
Marks and Spencer’s own Product Design 
Group according to strict specifications 
covering both manufacturing standards 
and the raw material content. Its people 
are extremely proud of the finished 
product. Quality control, for example, 
extends all the way from yarn production 
to the clerk at the cash register — “for if 
the customer picks up a flaw,” says Patrick 
Murphy, “then we have failed.” 


Although goods are made up by an ap- 
proved list of independent manufacturers, 
Marks and Spencer’s people are quick to 
point out that items found to be not up to 
quality standards are quickly returned to 
suppliers at the latter’s expense. Tony Or- 
ton, who heads up the Canadian Marks 
and Spencer operation, bluntly insists, 
“We are not prepared to offer faulty 
merchandise to our customers.” 


Marks and Spencer devotes an enor- 
mous amount of its resources to product 
design, technology and quality control, 
and has in recent years set up an Industrial 
Management Group to provide its 
suppliers with free advice on any manage- 
ment problem, whether it be production 
engineering, floor layout, or personnel. In 
Britain the idea of retailers dictating not 
only what products should be made but 
how they should be made was resisted for 
many years by textile manufacturers. 
Indeed, there was a time when the few 
suppliers willing to do business with Marks 
and Spencer were reluctant to admit it to 
anyone. But all that has changed. Despite 
the odd complaint about Marks and 
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Spencer’s high-handedness, suppliers can- 
‘not resist the temptations of long produc- 
ition runs and steady orders. And suppliers 
who have gone along with Marks and 
Spencer’s approach have generally 
prospered with it. 


_ The company’s retailing methods too 


are quite different from North American 
norms. Store interiors tend to be plain and 
the merchandise presentation simple. 
Merchandise prices are everyday prices — 
there are no sales promotions, except to 
clear discontinued or seasonal lines, and 
media advertising is almost entirely 
restricted to new store openings and 
renovations. The stores do not offer any of 
the added services, such as credit and 
delivery, that are commonly expected of 
large North American retailers. Yet, 
however controversial the methods, the 
meats and Spencer merchandising for- 
mula is obviously working — and the com- 
pany continues to achieve a remarkable 
growth rate in Britain. 


_ With this formula in mind, and with a 
moderate but growing volume of business 
in Canada, Marks and Spencer felt that its 
direct presence would fill a void in the 
Canadian retail scene. The Marks and 
spencer people recognized that a lot of 
3ood-quality clothing was already 
available in the Canadian market. But they 
elt that most of the inexpensive clothing 
available was of inferior quality — what 
hey refer to as “disposable clothing”. 
There was no doubt in their minds that 
Marks and Spencer would win out in 
-anada, because, says Tony Orton, “with 
oday’s inflation rates, the Canadian 
yomemaker can no longer afford to buy 
disposable clothing’.”” 


Market strategy in Canada 


Soon after the Canadian acquisition was 
ompleted, Peoples Department Stores 
’as reorganized into three operating 
ivisions: Marks and Spencer, Peoples, 
ad D’Allaird’s. Peoples and D’Allaird’s 
‘ould, for the time being, be left to con- 
nue business in much the same way as 
iey had in the past, while 17 “St. Michael 
nops” and 47 “Walker/Smith’s” stores 
‘ould be brought together to form the 
asis of the Marks and Spencer Division. 
Il initial efforts would focus on this new 
ivision, the first objective of which would 
2 to achieve a higher level of acceptance 
' St. Michael products. It was intended 
iat this would be accomplished 

‘rough the gradual conversion of the 
Walker/Smith’s” stores to Marks and 
»encer outlets and through the opening 
‘ new stores in suitable locations. 


‘Asa first step, the conversion process in- 
rived devoting a proportion of the sell- 
& Space in the “Walker/Smith’s”” outlets 
‘Clusively to St. Michael merchandise. 


This was the “shop within a store” 
technique which had worked for Marks 
and Spencer franchisees in other (export) 
markets, the idea being that as sales of 
St. Michael merchandise increased, ad- 
ditional space would be made available at 
the expense of less successful lines. 


On the production side, Marks and 
Spencer would, through a newly created 
Canadian department set up along the 
lines of its U.K. Industrial Management 
Group, seek out Canadian textile mills and 
clothing manufacturers willing and able to 
supply St. Michael products. In the mean- 
time, merchandise requirements would be 
supplemented by imports from Britain. 


At that time, the Canadian textile and 
clothing industry was largely an unknown 
entity to Marks and Spencer. In view of a 
lifetime of problems in convincing British 
industry to cooperate with its methods 
and its exacting requirements, Marks and 
Spencer was understandably apprehensive 
about the Canadian industry’s response. 
And Patrick Murphy admits quite frankly 
that ‘for new suppliers, the first 12 months 
with us can often be painful.” 


Textile industry in Canada was 
co-operative and imaginative 


Finding suitable Canadian suppliers, 
however, did not turn out to be the 
problem that was anticipated. Whereas 
the required co-operation and liaison 
between Marks and Spencer and its 
independent suppliers took many years 
to develop in Britain, it was largely 
accomplished in a matter of months in 
Canada. 


Much to Marks and Spencer’s relief, it 
found that despite the many problems fac- 
ing the Canadian textile industry, a good 
many of the firms in it were much more in- 
novative and imaginative than their British 
counterparts. 


Riviera Slacks, Inc. of Toronto, is one 
such Canadian supplier. Bill Krangle, 
Riviera’s Marketing Manager, is pleased 
with the relationship that has been built 
up. He notes that ‘“Marks and Spencer do 
not buy garments; they buy production.” 
Specific examples of the benefits of doing 
business together include Marks and 
Spencer’s specifying of finished cuffs on 
men’s slacks — resulting in a substantial 
savings in material costs; the advantages of 
delivering garments on hangers as op- 
posed to flat boxes — thereby eliminating 
unsightly creasing; and, generally, im- 
provements in Riviera’s production as a 
result of Marks and Spencer’s attention to 
cut and design. 


There can be little doubt about the 
company’s commitment to the Canadian 
production of St. Michael merchandise, 
for it has on occasion, when unable to 


source a particular fabric in Canada, im- 
ported the yarn, turned it over to Cana- 
dian textile mills for manufacture into 
cloth, and then given this to its Canadian 
clothing manufacturers to convert into the 
desired final product. 


Marks and Spencer now has over 100 
Canadian suppliers producing St. Michael 
merchandise. The suppliers constitute 
something like the top 10% of the Cana- 
dian textile and clothing industry. The 
response to Canadian production has 
been extremely favourable. Even in 
knitwear, for which British mills have long 
been renowned, the Canadian production 
of St. Michael’s men’s, women’s and 
children’s garments is increasing sharply 
— from 11,000 dozen garments last year to 
30,000 dozen garments projected for this 
year. A portion of the increase will dis- 
place some 14,000 dozen garments im- 
ported from Britain. 


Reaction in Marks and Spencer’s British 
export office to Canadian-made merchan- 
dise has also been very encouraging: 
Canadian-made merchandise is now 
marketed in several countries in Europe, 
Central America, Africa and in Australia. 
“Last year,”” says Tony Orton, “we 
exported half a million dollars of 
Canadian-made St. Michael textiles — and 
this year we should export over a million.” 


The introduction of “St. Michael” 
foodstuffs — mostly convenience-type 
items, such as meat pies, and bakery 
products, including biscuits and candies — 
to the Canadian market was not con- 
templated in Marks and Spencer’s original 
plans. Some items were, however, tried in 
an experimental way and are finding a 
high level of consumer acceptance. 
Currently, sales of foodstuffs account for 
18% of Canadian sales and are mostly im- 
ported from Britain. Four Canadian firms, 
however, are now supplying a variety of 
meat pies, bakery products and honey. 
One of the company’s current priorities is 
to find additional Canadian suppliers to 
produce other food items for the St. 
Michael line. 


Problems were in 
store expansion 


While the production side of Marks and 
Spencer’s Canadian activities for both St. 
Michael clothing and foodstuffs was much 
more successful than had been expected, 
it became increasingly clear that the retail- 
ing operations were having major prob- 
lems. The company’s steps towards grad- 
ually converting the “Walker/Smith’s’”” 
stores to Marks and Spencer stores, for 
example, were not producing satisfactory 
results. The concept of ‘a shop within a 
store” created a myriad of problems in- 
cluding duplicate buying, inventory con- 
trol difficulties, and differing garment 
construction standards that confused 
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suppliers and consumers alike. And the 
number of product lines in the stores’ 
merchandise catalogue was too large to 
yield an adequate turnover. 


It was decided that if Marks and Spencer 
hoped to increase public awareness of 
what it had to offer, the conversion 
process would have to be completed 
more rapidly than had been planned. It 
was also becoming clear that the Marks 
and Spencer outlets in shopping centres 
and other high-traffic locations, where 
consumers could readily compare St. 
Michael merchandise with its competitors’ 
products, were much more successful 
than its solitary downtown and main street 
locations, some of which have since been 
closed because they were unprofitable. 
This led the company to reconsider its 
expansion policy, which now calls for the 
opening of five or six stores a year in new 
or successful shopping malls. 


By the end of 1976, the conversion of 
the ““Walker/Smith’s’’ stores had effective- 
ly been completed and the acquisition of 
suitable sites for new stores became a high 
priority. The losses incurred in the first six 
months of the year, mostly attributable to 
store conversions, amounted to over $7 
million. In the second half of the year 
Marks and Spencer broke even. But the 
company could not fully achieve, within 
the agreed time period, its commitment to 
the government to open 14 new Marks 
and Spencer outlets, convert 16 
“Walker/Smith’s’”” stores to Marks and 
Spencer outlets, and create 550 jobs. 
While 43 rather than 16 “Walker/Smith’s” 
stores were converted, only 10 new stores 
were opened and 370 new jobs created. 


A new FIRA agreement 
reflected more 
accurate plans for expansion 


The Foreign Investment Review Agency, 
which had maintained close contact with 
the company, was well aware that Marks 
and Spencer was having problems. The 
Agency felt that the firm had made every 
reasonable effort to comply with its com- 
mitments — for example, two new store 
openings involving a significant number of 
jobs, which had been scheduled to open 
in 1976, did not take place because of con- 
struction delays. But the Agency felt, and 
Marks and Spencer agreed, that a new 
agreement should be negotiated which 
would more accurately reflect the com- 
pany’s plans for Canadian expansion and 
the potential benefits to the country. Both 
the Agency and Marks and Spencer were 
flexible in developing an agreement 
which would not in any way restrict the 
company’s ability to grow and compete 
effectively, yet would be equal, if not 
superior, to the original agreement in 
terms of benefit to Canada. Such an agree- 


ment was completed in early 1977; among 
its provisions were the following: 


@ an investment of $1 million in 3 
new stores in 1977 and an ad- 
ditional $3 million for 12 new 
stores by 1980; 


@ 83 new jobs for Canadians in the 
new stores to be opened in 1977; 


® obtaining from Canadian 
suppliers at least 70% of St. 
Michael textiles and clothing and 
at least 40% of St. Michael 
foodstuffs; 


e using Marks and Spencer textile 
technology and industrial 
management expertise in the 
development of Canadian-made 
St. Michael merchandise; 


@ spending at least $100,000 annual- 
ly through 1980 on Canadian 
research and development in 
textile and clothing technology; 


@ promoting the export of 
Canadian-made St. Michael 
products; 


@ ensuring that a Canadian is 
elected and maintained on Marks 
and Spencer’s board of directors 
in Britain. 


So far the new agreement has worked 
well. All specific performance objectives 
to be fulfilled by 1977 were exceeded. For 
example, six new stores involving 222 jobs 


~<" 
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were opened last year and the company’s 
technology group spent more than twice 
the amount stated in its commitment for 
research and development. 


Therefore, despite their earlier setbacks 
in new store openings and the closing of 
some unprofitable stores, Marks and 
Spencer’s people are confident that the 
company has created the basis of a 
profitable enterprise and is firmly es- 
tablished in the Canadian retail market. It 
is too early to make a final determination 
of the full extent of the benefits to Canada 
that are likely to result from Marks and 
Spencer’s presence here. Certainly, some 
of the evident impact on the Canadian 
textile and clothing industry — an industry 
which has fallen on hard times in recent 
years — is already striking. If, for example, 
Marks and Spencer had chosen to stay 
with its original schedule — which called 
for the production of 60% of its Canadian- 
made ‘St. Michael” textiles and clothing 
in seven years — its 1977 purchases would 
have supported about 250 production 
jobs. Instead, by accelerating Canadian 
sourcing to 70% within 18 months, its 
purchases now support some 900 Cana- 
dian production jobs. Moreover, Cana- 
dian suppliers can now benefit from being 
plugged into Marks and Spencer’s 
marketing organization, which exports to 
50 countries. In view of the encouraging 
response to Canadian-made St. Michael 
merchandise, exports and the related 
foreign exchange earnings seem very like- 
ly to continue to rise. 
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When does a 


licensing agreement 
in Canada 
make sense? 


by J. Peter Killing 


Peter Killing is an Assistant Professor at the 
chool of Business Administration, University of 
Vestern Ontario. He and Professors Harold 
-rookell and Leonard Wrigley are co-authors of 

forthcoming publication, Licensing and Cor- 
orate Strategy. The broad research of this team 
as received financial assistance from the 
2deral Department of Industry, Trade and 
‘ommerce, the University’s Centre for Inter- 
ational Business Studies, and the School’s Fund 
or Excellence. 


The Marsland division of Leigh 
Instruments, in Waterloo, Ontario, is today 
one of the world leaders in optical 
character recognition (OCR) technology, 
the technology used to read postal codes 
in mail sorting equipment. With no signifi- 
cant U.S. or European competition, 
Marsland’s potential market is huge. To 
date, 41 units, at approximately $300,000 
each, have been sold to the Canadian Post 
Office, and the probability of export 
orders is high. Yet only five years ago 
Marsland was not even considering the 
OCR business, and would have been very 
sceptical of predictions of their present 
success. The development is the result of 
Marsland’s ability to take advantage of a 
good licensing agreement. 


A licence agreement between two firms 
gives one of them access to the patents, 
know-how and possibly the trademarks of 
the other, for a specific number of years, 
in exchange for a royalty based on sales. 
When the agreement is successful, both 
parties benefit: the licensee gains a 
proven package of technology which may 
cut years off a program of diversification, 
and the licensor gains an income stream at 
little risk and cost. Not all agreements are 
successful however: sometimes licensing 
can work against, rather than for, the best 
interests of both parties concerned. This 
article discusses some of the factors that 
can make licence agreements appropriate 
or inappropriate in Canada. 


An overview of 
licensing in Canada 


The only comprehensive survey of 
licensing in Canada was carried out in 1972 
by Statistics Canada. This survey of 6,000 
Canadian enterprises showed 3,417 
licence agreements in effect between 760 
Canadian licensees and foreign licensors, 
at a net royalty outflow of approximately 
$119 million per year. One-third of the 
licence agreements were between 
affiliated companies. A few simple 
calculations based on these statistics 
suggest that the average Canadian 
licensee has 4.5 licence agreements in 
effect, and sales under licence of about 
$3.1 million, or just under $700,000 per 
agreement. This assumes 5% on sales as an 
average royalty rate. The survey found that 
77% of the licensors in the 3,417 
agreements were American, 9% 
European, and 4% British; 16 of the 
licence agreements involved Japanese 
licensors. 


As Table 1 shows, most licence 
agreements were in the manufacturing 
sector. The greatest use of licences was 
between U.S. licensors and Canadian 
manufacturing firms, and approximately 
40% of these were between affiliated com- 


panies. Just under half of all agreements 
restricted the licensee to the Canadian 
market. 


Two different types of licence agree- 
ment are in common use, the current 
technology agreement and the current 
and future technology agreement. The 
difference between them is important. 


In a current technology agreement the 
licensor transfers only those know-how 
and patent rights in existence at the time 
the agreement is signed. Any future 
development work must be done by the 
licensee. An example of such an 
agreement, again involving the Marsland 
division of Leigh Instruments, was the one 
in 1972 between Western Electric and 
Marsland which gave the latter rights to 
produce teletype terminals under ap- 
proximately 30 Canadian Western Electric 
patents. Detailed drawings were supplied 
to Marsland by Western Electric, but rights 
to any further patents or know-how 
developed by Western after 1972 were 
withheld: any necessary refinements or 
developments to the terminal would have 
to be made by Marsland’s own engineers. 
The only regular communications 
between the companies since the agree- 
ment has been the passing of royalty 
cheques from Marsland to Western Elec- 
tric. Because the licence agreement gave 
no continuing help to Marsland, the firm 
has had to do all its own development 
work on the terminal and build up its own 
area of competence relating to teletypes. 
This new competence cost Leigh several 
million dollars, but the end result was a 
Canadian market share in excess of 90%, 
and a healthy program of exports. 


In the current and future technology 
agreement, the licensor continues to 
supply the licensee with relevant product 
and/or process improvements as they are 
made. In Canadian licensees this con- 
tinuing stream of information and help 
seems to have one of two effects. The firm 
is either lulled to sleep, becoming in- 
creasingly dependent on the licensor, or 
begins to develop its own technical skills, 
using whatever help it can get from the 
licensor. 


Why do Canadian firms 
enter licence agreements? 


Clearly, a significant amount of licensing 
is taking place in Canada. The Statistics 
Canada survey found that 300 firms 
entered into agreements or re-executed 
existing agreements in 1972. A partial 
listing of licence agreements by the On- 
tario Ministry of Industry and Tourism 
shows 185 agreements were entered in the 
two-year period 1975-76. The question is, 
why do Canadian firms enter licence 
agreements ? 
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In 1976 the author undertook the only 
in-depth study to date of firms manufac- 
turing under licence in Canada (J. P. 
Killing, “Manufacturing Under Licence’, 
Business Quarterly, Winter 1977). The 
author interviewed managers of 21 firms 
producing 62 products under licence 
agreements, and found that firms 
manufacturing under licence in Canada 
do so for three primary reasons: (a) to 
strengthen their existing business, (b) to 
diversify into products closely related to 
those already being produced, and (c) to 
diversify into products only loosely related 
to the existing product line. A secondary 
motive stated by some firms was that they 
wished, over time, to build up a research 
and development competence. A very 
clear relationship was found between the 
primary licensing motive and the type of 
agreement used, as shown in Table 2. 


Strengthening the existing business : 
Licensing to strengthen an existing area of 
business is a relatively low risk, low return, 
proposition for the licensee. Generally 
firms are licensing to use competitors’ 
patents because they have decided that 
this is cheaper than trying to design 
around them, or are adapting to industry 
product standards in situations where 
product standardization is needed. These 
firms are already competent to design, 
produce, and market the product in 
question. The purpose of the licence 
agreement is not to learn new skills but to 
obtain legal permission to use a patent. 
The costs and benefits of taking a licence 
in such a situation can be calculated with 
relative certainty. This use of licensing is 
felt to be entirely straightforward and ap- 
propriate, but it does not open up new 
areas of new business to the firm; it merely 
helps it to do a better job of something 
that it is already doing. 


Closely related diversification: Using 
licence agreements to introduce products 
related to those already produced by the 
firm can open significant opportunities for 
growth. The risk being taken by the 
licensee in terms of possible failure of the 
new product are higher than in the licens- 
ing to strengthen the existing business 
situation described above, but is 
manageable because the area of new 
business is closely related to the firm’s 
existing business, and thus judgments con- 
cerning the new technology and market 
are generally well made. The attraction of 
licensing in such a situation is that it can 
move a firm very quickly into a promising 
growth area at a lower level of risk than it 
would face if it were to undertake its own 
research and development. Firms using 
current and future technology agreements 
to produce closely related products are 
often trying to upgrade their in-house 
technical skills. Although the process is a 
long one, as much as 15 years in some 
cases, it can be done: the case of Rolls 
Royce, described later, is a good example. 


Loosely related diversification: In this 
situation firms are manufacturing under 
licence products which require some skills 
unrelated to those existing in their firms. 
For this reason they generally use current 
and future technology agreements which 
allow the firms to rely on the licensor for 
new developments. These agreements, 
however, usually prevent the licensees 
from exporting. The future of firms using 
licensing in this way is not bright. The 
success of their products often depends, 
not on their own skills, but on the ability 
of the licensor to keep abreast of the com- 
petition. Not only are they unlikely to be 
able to compete on world markets but 
their position in the Canadian market may 
last only as long as tariffs remain at current 
levels. The fundamental problem is that 
the firms have been enticed into a new 
product area which they do not have the 
skills to support, because taking the 
licence agreement made it look like an 
easy transition. This type of licensing is not 
recommended, and any firm con- 
templating entering an agreement in this 
situation should be discouraged. 


Licensing at its most 
successful: the Marsland story 


Marsland’s success with OCR tech- 
nology, outlined at the beginning of 

this article, dramatically illustrates the 
power of a good licensing agreement 
when used by a competent firm, and the 
critical role which government purchasing 
can play. In 1972 the Canadian Post Office 
invited tenders for OCR equipment to be 
delivered over the following four years. At 
that time no Canadian firm was in a posi- 
tion even to consider bidding, but the Post 
Office required that the successful bid 
should allow for a portion of the equip- 
ment to be delivered by a Canadian firm. 
The winning combination was the Nippon 
Electric Corporation of Tokyo, with 
Marsland as the Canadian licensee. After 
extensive visits by Canadian engineers to 
Japan, and their Japanese counterparts to 
Canada, the technology transfer was 
made, and Marsland successfully com- 
pleted its part of the contract (as did Nip- 
pon). Not content to stop there, however, 
Marsland has done its own research and 
development, working from the Japanese 
base to develop a “Mark 2’ technology 
which will involve little, if any, royalty pay- 
ment to the Japanese. It is with this 
technology that Marsland hopes to cap- 
ture export markets. Their most significant 
competitor is already proving to be — 
Nippon Electric. 


There appear to be three factors critical 
to the success of the Marsland venture: 


e The foresight of the Post Office in 
specifying the Canadian content 


component in the contract, and 
their willingness to pay a penalty in 
terms of price to ensure such con- 
tent. It undoubtedly would have 
been cheaper simply to buy direct 
from Nippon. 


@ Nippon Electric’s choice of 
Marsland as the licensee. Marsland 
had engineering skills related to 
those necessary to develop the new 
technology and thus was able 
properly to absorb and utilize it. 
Firms without related skills would 
have been in over their heads. 


@ The willingness of Marsland to invest 
in further research and development 
and strive to make the most of their 
opportunity. Too many other firms 
would have accepted the situation as 
a once-only deal, and then let it go. 


This example illustrates licensing at its 
most successful, used for a related product 
diversification, to produce a product for a 
growing market, by a firm willing to invest 
in additional research and development to 
develop its own skills and carry out further 
product modification itself. The agree- 
ment is a current technology agreement 
and thus the licensee is free to export. 


Why do foreign firms 
licence in Canada? 


Foreign firms can penetrate the Cana- 
dian market by exporting, forming joint 
ventures, establishing wholly owned sub- 
sidiaries, and by licensing. Most firms con- 
sider that there are advantages and disad- 
vantages to each form of market entry. 
Table 3 presents some of the options and 
the arguments for and against each as they 
might be seen by a foreign firm con- 
sidering entry in Canada. 


An examination of Table 3 suggests that 
foreign firms may choose to licence in 
Canada for several reasons. Firstly, the firm 
may be too small to have the capital and 
management expertise to establish a whol- 
ly owned subsidiary, or the Canadian 
market may be judged to be too small to 
warrant one. Secondly, firms may use 
licence agreements to see how their new 
product will sell in Canada, at little risk to 
themselves. (The danger to Canadian 
licensees in such a situation is that they 
will build a Canadian market for the 
product, only to have the licensor take 
over the market after the licence has 
expired.) A final reason to licence may be 
the hope that the licensee will make 
technical improvements on the licensor’s 
products. About 25% of the licences in the 
Statistics Canada survey included a clause 
stating that technical improvements made 
by the licensee would accrue to the 
licensor. 
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Table 1 
| ICENCE AGREEMENTS INVOLVING CANADIAN FIRMS, 1972 


SSS Se SS SSS er ee eee 


Petro- Manu- Mining Merchan-  Finan- = Other Total 
leum factu- dising cial 
ring 
Beences reported 164 2,523 49 483 10 188 3,417 
t 
Licences by country of 
residence of licensor: 
| Canadian subsidiary of 
foreign company 4 108 7 24 = 2 145 
| Other Canadian licensors 4 128 4 9 — 7 152 
| United States 142 1,893 29 394 g) 156 2,623 
| United Kingdom 4 103 1 29 _ 4 141 
| Europe 7 250 6 25 1 15 304 
| Japan 2 13 oj 1 = = 16 
Other 1 28 2 1 = 4 36 
icences held from affiliates : 
_ In Canada ae 33 = 5 = 63 101 
Outside Canada 38 751 1 308 3 53 1,154 
icences held from 
| non-resident individuals 
| or corporations and from 
Canadian subsidiaries of 
foreign companies that: 
! 
\llow market access to: 
_ All countries 72 957 39 21 = 107 1,196 
_ All countries other than 
source of licence 2 105 = 6 = = 113 
_ Same countries other than 
source of licence 8 263 1 22 1 7 302 
Canada only ° 78 1,070 5 425 9 67 1,654 
lpecity mandatory source of 
_ supply of materials, 
“components, sub-assemblies 
_ or equipment 3 227, 3 36 a 8 277 
/alue of purchases from man- 
_datory sources ($ thousands) 50 47,219 42 17,581 aad 612 65,504 
‘ayments to non-residents 
under licensing agreements 
_ ($ thousands) 2,186 95,764 237 13,912 416 6,357 118,872 


———————————————————————————————— 


vurce: Statistics Canada, Quarterly Estimates of the Canadian Balance of International Payments, Third Quarter 
1973. 


ible 2 
PE OF LICENCE AND LICENCE AGREEMENT TYPE 
ee are eee ee 


| 
i 


| Licence agreement Use of licence 
Current and Current 
future technology technology 
-engthen existing business 16 A 
osely related diversification 12 10 
osely related diversification 2 32 
| 30 


eg ee er ee, Ne kt ie 
irce: J. P. Killing, ‘Manufacturing Under Licence”, Business Quarterly, Winter 1977. 


A British-U.S. example 
of investment benefit 
from a licence agreement 


A good example of a case in which the 
licensor benefitted significantly from the 
technical developments made by the 
licensee was the 1961 Rolls Royce agree- 
ment with Continental Motors of the 
U.S.A. to produce light aircraft engines. 
While the British firm had produced 
piston engines for cars, and marketed 
auxiliary equipment for light aircraft, it 
had never manufactured piston engines 
for light aircraft. The licence agreement 
was a Current and future technology 
agreement, with rights to any develop- 
ment within the scope of the agreement 
made by either party to be given freely to 
the other. Because of Rolls Royce’s 
familiarity with piston engine technology 
the firm’s engineers were able to 
assimilate rapidly the flow of information 
from Continental. A Rolls Royce engineer 
was permanently located in one of Con- 
tinental’s plants to send information back 
to Britain using concepts and language 
familiar to the British engineers. In two 
years Rolls Royce was able to produce and 
obtain certification for its first engine 
produced under licence. By 1970 the firm 
was fully competent in the technology, 
and Rolls Royce and Continental jointly 
developed a new line of light aircraft 
engines in the early 1970s. Neither firm 
paid a royalty to the other on these 
engines. Thus the licensor, Continental, 
gained a competent partner who made it 
possible for a new line to be developed 
and manufactured in the United States. 


Conclusions 


As the examples presented in this article 
illustrate, licensing can be a beneficial ac- 
tivity for both licensors and licensees. Cer- 
tainly the rate of new agreements (over 
100 per year in Ontario alone) indicates 
that Canadian firms are well aware of this. 
For Canada as a whole licensing is a 
beneficial form of entry by foreign firms: 
it provides valuable technology that can 
lead to economic growth, without an 
increase in foreign ownership. Licence 
agreement may also stimulate domestic 
research and development, as was seen in 
the Marsland example. 


There can be dangers in licensing, 
however, particularly for the licensee. 
One of these is that the firm will take a 
licence for a product which is too far 
removed from its existing set of skills. 
Firms can be lured by the prospects of new 
markets into products which they have not 
the strength to support, and consequently 
become totally dependent on the licensor. 
If the licensor falls behind other manufac- 
turers of the product, so will the licensee. 
If the licensor decides to place more of its 
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product development effort on other 
areas of its product line the licensee may 
be out of luck. 


The other danger is that licensees may 
view a licence agreement as a complete 
substitute for an in-house research and 
development program. Licensing is best 
used by a firm which does have a research 
and development competence in a related 
area. This is not surprising when the tasks 
facing the licensee are considered; they 
can be best accomplished if technical peo- 
ple with similar knowledge and 
backgrounds in each firm can speak to 
each other “in the same language’”’. Clear- 
ly the licensee needs technical people: 
this is even more true if a current 
technology agreement is used and the 
licensee will have to carry out further 
product development. 


In summary, licensing can be a very 
effective corporate strategy, and has the 
potential to be particularly beneficial in 
Canada. It is, however, a tool which must 
be employed with discrimination. 


OTHER LICENCE AGREEMENTS 


Bombardier-MLW Ltd. has used licence 
agreements as part of its program to diver- 
sify away from dependence on snow- 
mobiles. In 1974 the company licensed 
subway car technology from CIMT- 
Lorraine, leading to a $117.8 million con- 
tract to build cars for the Montreal metro. 
In 1977 the company negotiated an agree- 
ment with a subsidiary of American 
Motors to build transit buses. A bid has 


Photo: Department of Regional Economic Expansion 


Table 3 
MARKET ENTRY STRATEGIES 


Exporting 


Wholly owned 
subsidiary 


Licensing 


Advantages 


no capital investment 

no management required 
leaves other options 
open 

no political risk 


potentially a high 
monetary payoff 

the subsidiary may 
develop new business 
opportunities in Canada 


little management 
required 

no Capital investment 
no political risk 
possible technical 
gain from licensee 
market knowledge 
may be gained 


Disadvantages 


vulnerable to changes 

in tariff, freight rate 
vulnerable to local 
manufacturers starting up 
“foreign made” may hurt 
sales 


capital investment 
required 
management required 
political risk of 
nationalization, 
devaluation, etc. 


generally a low 
financial payoff 
may be creating a 
competitor 

(the licensee) 


been made to supply 1,200 of these buses, 
worth $84 million, to Quebec. 


Northern Telecom Ltd. recently 
renewed licence agreements 
with Western Electric to last until 1980. 
Northern has the largest industrial 
research laboratories in Canada, yet 50% 
of sales are still made under licence. In 
1960 Northern designed only 6% of the 
products it produced, but intends that this 
proportion will rise to 70% by 1978. 


Spar Aerospace Limited uses a licence 
agreement to diversify away from military 
work. In 1975 the company signed a 
licence agreement with Carl Hurth of Ger- 
many to produce transmissions for street- 
cars and light rail vehicles. The company 
already produces helicopter gears. Subse- 
quent to the licence agreement, the com- 
pany received a $3.2 million order from 
the Toronto Transit Commission. The 
company is now examining possibilities of 
licensing other products from Hurth. 
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Tax considerations 
for investment 
in Canada 


| by E. Cal Cochrane 


. Cal Cochrane is a tax partner with the 
oronto office of Ernst & Ernst. 


From an investor’s point of view the tax 
climate of a country is often as important 
to his investment decision as the market 
conditions and supply of labour and 
materials. The Canadian tax system is one 
of the most sophisticated in the world and 
it is therefore one that merits close 
examination as part of the overall invest- 
ment decision process. This paper dis- 
cusses how a potential investor might 
structure his investment in a Canadian 
enterprise with special emphasis on the 
tax considerations for an investor who 
wishes to include other Canadian in- 
vestors or employees as participants in the 
ownership of the enterprise. 


Although there is no requirement under 
Canadian laws that a foreign investor must 
allow Canadian participation in his ven- 
ture it has become increasingly popular 
— for reasons of access to established 
markets, shared technology and local 
financing — to invite Canadian partners 
into the investment. The involvement of 
Canadian partners in the inception, or 
their proposed involvement in the future, 
are important factors taken into con- 
sideration by the Foreign Investment 
Review Agency in assessing whether an in- 
vestment is likely to be of “significant 
benefit to Canada”. 


Vehicles for new investment 


The investor who decides to share the 
Participation in a new enterprise with 
Canadians has several vehicles from which 
to choose. Some of the more common 
arrangements are: 


A. Formation of a new Canadian 
corporation with ownership split 
between the foreign investor and 
Canadians; 


B. Formation of a new Canadian 
corporation owned entirely by the 
foreign investor which would enter 
into a joint venture or partnership 
arrangement with Canadians; 


C. Formation of a joint venture or 
partnership that would be par- 
ticipated in directly by the foreign 
investor and Canadians. 


The choice of one of those vehicles 
could have the effect of substantially alter- 
ing the Canadian tax levied on the profits 
of the enterprise and the tax on the dis- 
tribution of profits to the foreign jurisdic- 
tion. 


There are distinctions for Canadian tax 
purposes between a “partnership’’ and a 
“joint venture’”” which would effect taxes 
primarily in the timing of deductions for 
capital cost allowance (tax depreciation on 
fixed assets) available to the participants. 
The tax differences and the legal aspects of 
joint ventures or partnerships should be 
examined with care. For instance, it is 


possible for one or more of the par- 
ticipants to limit his legal liability under 
the arrangement to the amount of funds 
he has invested. Similarly, the use of a 
limited corporation as the partner or ven- 
turer could limit the risk of a participant. 
For purposes of this discussion joint ven- 
tures and partnerships will be referred to 
collectively as “partnerships”. The in- 
vestor must also review the laws of his own 
country to assess the legal and tax im- 
plications of the vehicle he chooses for 
foreign investment. 


Comparison of vehicles 


In the following comparison of the 
Canadian tax position resulting from each 
of the three investment vehicles described 
above, it has been assumed, for the sake of 
illustration, that the foreign investor 
wishes to own 70% of the equity and 
voting control of the new enterprise with 
Canadians owning the other 30% (as a 
private investment rather than through a 
Canadian Stock Exchange). 


A. New Canadian corporation 


In this example, the new corporation 
which would be owned 70% by the non- 
resident investor and 30% by Canadians 
would be a private Canadian corporation 
for Canadian tax purposes. Since the 
majority of the voting shares would be 
owned by non-residents of Canada the 
new corporation would not be a 
Canadian-controlled private corporation, 
a “CCPC”. (It is important to note that a 
Canadian corporation will qualify as a 
CCPC as long as a non-resident does not 
control the corporation. Therefore, where 
the non-resident owns 50% of the voting 
shares and Canadian residents own the 
other 50% the company will qualify as a 
CCPC.) The major significance of not 
qualifying as a CCPC is that the profits of 
the corporation would be initially taxed at 
the highest Canadian corporate rate of 
48°%, whereas the profits earned by a 
CCPC are eligible for a much lower tax 
rate of 24% on the first $150,000 of taxable 
income to an aggregate of $750,000 of ac- 
cumulated taxable income. The tax rate on 
profits above $150,000 each year for a 
CCPC would be at 48%; however, the 
$750,000 accumulation can be extended by 
the payment of dividends. 


Note: The rate of 48% includes an 
assumed provincial corporate tax rate 
of 12%. Provincial corporate tax rates 
vary from 10% in Prince Edward Island 
to 15% in Manitoba and British 
Columbia. The initial rate may be 
reduced for companies that qualify as 
CCPC’s. For example, the Ontario rate 
of 12% may be reduced to 9%, and 
the British Columbia rate from 15% to 
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12%. The low rate of 24% assumes a 
provincial rate of 9%. 


The corporate rate may be reduced 
further through tax incentives. For 
example, the high rate of 48% may be 
reduced to a rate as low as 42% for 
manufacturing operations; similarly, 
the low rate of 24% could be reduced 
to 19% for manufacturing operations. 


The distribution of profits by way of 
dividend from the Canadian corporation 
to the foreign investor is subject to Cana- 
dian non-resident withholding tax at 25%. 
This rate is reduced to 20% if the company 
has a “degree of Canadian ownership”. In 
general terms, this condition is met if resi- 
dent Canadians own 25% or more of the 
voting shares and equity of the Canadian 
corporation. The withholding rate may be 
further reduced by virtue of a tax treaty 
between Canada and the jurisdiction of 
the foreign investor. For example, under 
the Canada-U.S. Tax Convention the 
Canadian withholding rate is limited to 
15% on dividends paid to a United States 
shareholder and would be reduced a 
further 5 points to 10% where the Cana- 
dian corporation has a degree of Canadian 
ownership. Other countries with which 
Canada has tax conventions are shown in 
the Table. 


B. New Canadian corporation 
as partner 


Assume that the foreign investor forms a 
new Canadian corporation (Co. X) that 
enters into a partnership arrangement 
with Canadian investors who participate 
through a second Canadian corporation 
(Co. Y) which qualifies as a CCPC. The 
70% of profits of the partnership that are 
attributable to Co. X would be subject to 
the high corporate rate of 48%. However, 
the 30% of profits that are allocated to Co. 
Y would be eligible for the lower rate of 
24% on the first $150,000 of those profits 
since that company qualifies as a CCPC. If 
we assume partnership profits of $500,000, 
the Canadian tax system would permit a 
reduction of tax by as much as 24% of 
$150,000 (Y’s share). In this example the 
use of a partnership of Canadian 
corporations, rather than one Canadian 
corporation, could mean a saving of 
$36,000 annually. 


Distributions of profits from Co. X to the 
foreign investor would be subject to 
withholding tax at 25% (unless reduced by 
treaty) since it would not have a degree of 
Canadian ownership. In many foreign 
jurisdictions the Canadian withholding tax 
can be utilized as a foreign tax credit 
against domestic tax on Canadian 
dividends or other foreign source income. 
This is particularly true where a tax treaty 
limits the withholding tax rate to 15%. 


C. Direct participation 
in a partnership 
by the foreign investor 


Where the foreign investor, as a foreign 
corporation, enters directly into a 
partnership with a Canadian, 70% of 
profits allocated to the foreign corpora- 
tion would be subject to the high rate of 
tax of 48%. If the Canadian partner uses 
for this investment a Canadian corpora- 
tion that qualifies as a CCPC, the 30% of 
profits allocated to his CCPC would be 
taxed at the low rate of 24% on the first 
$150,000 of those profits. This result would 
therefore be identical to the amount of 
corporate tax in the previous example. 


However, with such a partnership, the 
foreign participant may be entitled under 
the tax laws of his country to offset any 
start-up loss against profits his company 
has earned in the foreign jurisdiction. An 
initial loss incurred by a Canadian cor- 
poration under the examples in A or B 
would be of no immediate tax benefit to 
most foreign investors. That benefit would 
be available only when the loss is used 
against future profits of the Canadian cor- 
poration under Canada’s tax-loss rules that 
permit a one-year carryback and a five- 
year carryforward. 


On the other hand, profits allocated to 


the foreign company would be subject to 
an additional Canadian tax referred to as a 
“branch tax.’” The branch tax is levied at 
25% unless reduced by treaty (for example 
the branch tax rate for U.S. corporations 
is 15%). Since distributions from the 
partnership to the foreign corporate 
partner would not be subject to the non- 
resident withholding tax that applies to 
dividends, the branch tax was designed to 
compensate for a withholding tax on the 
distribution of profits. As such, the branch 
tax effectively applies to the foreign cor- 
poration’s share of partnership profits 
after normal corporate tax less a deduc- 
tion for the foreign corporation’s share of 
partnership property that remains in 
Canada. Thus, in general terms, the 
branch tax on the foreign corporation’s 
partnership profits would be imposed only 
as cash and other assets in excess of the 
original investment are remitted to the 
foreign jurisdiction. As with the 
withholding tax on dividends the tax laws 
in the jurisdiction of the foreign investor 
may permit a credit against domestic taxes 
for all or a part of the Canadian branch tax. 
Where such credits are available careful 
tax planning is necessary to ensure that the 
branch tax is imposed in a period when 
the credit can be utilized, giving con- 
sideration to timing of the recognition 
of income and expenses in the foreign 
jurisdiction and other similar factors. 


eee 


Vehicles for new investment 
(A) New Canadian corporation 


Foreign investor 


70% 


(B) New Canadian corporation as partner 


Foreign investor 
100% 


Canadian 
corporation X 


70% 


(C) Direct participation in a partnership 
by the foreign investor 


Foreign investor 


Canadian 
corporation 


Partnership 


Partnership 


Canadian investor 


30% 


Canadian investor 


Canadian 
corporation Y 


30% 


Canadian investor 
100% 


Canadian 
corporation 


30% 
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| Employee participation 


Stock Option Plan: A foreign investor 
may wish to invite employees of the enter- 
prise to participate in its ownership either 
at the outset or during a specified future 
period. If the enterprise is a Canadian cor- 
poration this participation would com- 
monly be arranged through a stock option 
program. Selected employees would be 
permitted to purchase shares of the cor- 
_ poration at a predetermined price and 
_would have the option to make the 
' purchase during a stated period of time. 
Canadian tax rules do not permit the 
employer corporation a deduction from 
income for the granting or exercise of 
stock options. The employee is not taxed 
on receiving the option but on exercise he 
_will be taxed on the difference between 


‘the fair market value of the stock at the 
| date of exercise and the amount he pays 
for the stock. This gain will be taxed as a 
benefit from employment. Some of the 
sting is taken out of this rather onerous 
result by a provision that allows the 
“employee to purchase an annuity which 
will effectively defer the taxation of most 
of the deemed benefit to future years 
when the proceeds of the annuity are 
received in equal annual instalments. In 
this manner the employee can defer 
the taxation.and smooth the tax rate 
applicable to the benefit over the period 
of the annuity which can be for a specified 
number of years up to 15 or for life with a 
‘guarantee period no greater than 15 years. 


Where the employer corporation 
qualifies as a CCPC (no more than 50% of 
the voting shares owned by non-residents) 
a stock option plan receives more 
favourable treatment. The employee is not 
required to recognize the deemed benefit 
on exercise of the option as long as he 
deals at arm’s length with the employer 


rr Agreements. 


be reduced by 5%. 


vource : Revenue Canada 


Management 
Country fees Interest 
Australia 25 25 
3elgium 25 15 
Jenmark 25 15 
‘inland 25 15 
‘rance 25 15/25 
sermany (West) 25 15/25 
reland 15 15 
apan 25 15 
Netherlands Nil 15/25 
New Zealand 25 25 
Norway 25 15 
weden 25 15 
iwitzerland 25 15 
Jnited Kingdom Phe: 15 
Jnited States 15 15 


and provided that he retains the stock for 
at least two years. Thereafter he would be 
taxed on a gain arising from the sale of the 
stock as a capital gain, one-half of which 
would be taxable for Canadian purposes. 
Thus, for employers and employees who 
meet this requirement the employee does 
not pay tax until the shares are sold and 
the gain between cost and the value of the 
shares at date of exercise is taxed at one- 
half the normal rate. 


Deferred Profit Sharing Plan: At some 
future time the foreign investor may wish 
to involve employees in ownership of the 
corporation through a deferred profit 
sharing plan (DPSP). This is a registered 
plan that permits the employer an annual 
deduction for contributions up to $3,500 
per employee (or 20% of the employee’s 
wages if that is lower). The contributions 
must be made out of profits of the 
employer but can be a fixed dollar com- 
mitment per employee. The employee is 
not subject to tax on the contributions or 
earnings of the plan but will be taxed as 
withdrawals are made. 


There are prescribed investments that 
can be made by a DPSP. One of the most 
interesting investments permitted is in the 
shares of the employer corporation. In 
order to qualify, the employer must have 
established a track record for earnings or 
dividends in the past five consecutive taxa- 
tion years. During at least four of those 
years the employer must have either had 
earnings of at least 4% of the cost of the 
shares which the DPSP would acquire or 
have paid a dividend on those shares at 
least equal to 4% of their cost. Thus, once 
this kind of track record is established the 
employer corporation can register a 
DPSP that permits the deduction of con- 
tributions and can receive the con- 
tributions back for treasury stock issued to 


| ————— ee 


Principal non-resident tax rates (in percentage) for some treaty countries 


Rentals Royalties Dividends * 
25 25 15 
25 10/25 15 
15 15 15 
15 15 fs) 
25 10/25 15 
25 15/25 25/15 
15 15 15/Nil 
25 15/25 15 
15 15/25 15/Nil 
25 25 25 
25 15/25 15 
15 15 15 
10 10 15 
10/25 10/25 15 
15 15 15 


Vhere two rates are shown, clarification may be obtained from relevant articles of the Tax Convention 


_ For corporations which have a degree of Canadian ownership the rate specified in the schedule will 


the plan (thereby causing no cash flow 
drain) while permitting the employee to 
acquire a stake in the company at no 
immediate personal tax cost. 


Financing the enterprise 


After choosing the vehicle for invest- 
ment in Canada the foreign investor 
should examine the tax consequences of 
the form his investment will take. For 
example, if he chooses the structure 
described in A or B, he should be aware of 
Canada’s rules on thin capitalization. 
These rules state that where interest- 
bearing debt is owing to the controlling 
non-resident shareholder or to non- 
resident related parties a portion of the in- 
terest charged on the debt may be dis- 
allowed for tax purposes as a deduction to 
the payor corporation. Interest is disallow- 
ed on that portion of the greatest amount 
of debt outstanding to these non-residents 
in the year that exceeds an amount equal 
to: 3 x (the retained earnings of the cor- 
poration at the beginning of the year plus 
the paid-up capital of the corporation). 
Therefore, in a start-up situation the 
interest-bearing debt to the non-residents 
should not exceed 3 times the amount in- 
jected as paid-up capital of the company. 
Repayments by the Canadian company of 
debt and redemption of the capital can be 
made free of Canadian non-resident 
withholding tax. 


Tax Conventions 


Throughout this article there have been 
references to tax Conventions that Canada 
has with other nations and the effect they 
may have on limiting the tax on dis- 
tributions to the foreign investor. These 
Conventions should always be examined 
since they may provide other benefits 
such as the limitation of Canadian 
withholding tax on interest paid to the 
non-resident and exemption from Cana- 
dian tax on a sale of all or part of the Cana- 
dian investment in the future. If the 
jurisdiction of the foreign investor does 
not have a tax Convention with Canada it 
may be possible to find a third country 
with which Canada and the foreign 
jurisdiction have Conventions and link 
them through a conduit holding company 
in the third country. 


A potential investor should seek advice 
on the important aspects of the Canadian 
tax system particularly as they relate to 
special incentives that may be available in 
that particular field. These comments have 
focused on the structure of the invest- 
ment especially where Canadian participa- 
tion is desired. Other important Canadian 
tax incentives to investment — including 
accelerated depreciation allowances for 
equipment used in manufacturing and 
special incentives to investment in 
resource industries — were described in 
Foreign Investment REVIEW, autumn 1977. 
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The James Bay 
development: 
a photosketch 


In 1972 the Quebec government set up the James Bay Energy Corp- 
oration to harness the La Grande River — a $16.1 billion project that 
is expected to increase Quebec’s output of electricity by up to 80% 
when completed in 1985. At about the same time the James Bay 
Development Corporation was formed to develop the infrastructure 
needed by the power project and to plan the orderly development 
of the natural resources of the region in a way that would respect the 
interests of the native people, Indians and Inuit, as well as the 
natural environment. In its six years of operation the JBDC has sign- 
ed agreements with about 40 private exploration companies. Many 
foreign as well as Canadian investors are showing great interest in 
the vast region now opening up. 
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Forests and lakes stretch north to the 
dge of the Arctic tundra and cover a 
2gion almost one-fifth the total size of 
)uebec (that is, nearly one-half the size of 
rance). The most visible natural resource 
f the region is its wood. The JBDC is plan- 
ing to promote a pulp and newsprint 
lant in the Chibougamau area and is 
voking for other proposals for ways to 
lake the best use of the rich forest 
‘sources. The potential of the region’s 
ineral resources also seems enormous. 
1a small strip in the southern part of the 
tritory, eight mining companies have 
-oduced $1 billion worth of zinc, copper, 
ad, goid, silver and nickel — just an in- 
cation of the mineral wealth likely to 
‘ist in the rest of vast territory. 


The great hydro project needed a huge 
infrastructure — and it serves the needs of 
resource exploration and development as 
well as hydro development. A 450 mile 
highway (see cover) links Matagami with 
the brand new town of Radisson, built in 
the wilderness to house the families of 
employees of companies working in the 
territory. Two new airports, at Radisson 
and Matagami, have regular service to the 
south provided by Quebecair and Nor- 
dair. Already, a tourist industry is starting 
in the once remote and inaccessible 
region. 
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The JBDC and its partners have already 
invested over $22 million in mineral 
exploration. Probing scientists and rough 
drilling rigs are becoming a familiar sight 
as the mining companies prospect all over 
the territory. Drilling in the Lake Albanel 
region has indicated one of the largest 
reserves of iron-ore in Canada — over one 
billion tonnes of ore, averaging 31.3% in 
weight of recoverable magnetite ore. The 
region also shows great promise of rich 
uranium deposits. Results of preliminary 
geochemical exploration covering an area 
of some 222,700 square kilometers (86,000 
square miles) and radiometric tests show a 
huge reserve of primary uranium. The 
JBDC is taking part in uranium exploration 
projects with private enterprise 
throughout the region: with Inco in the 
Lake Sakami area in the northwest; with 
SES (Séru Nucleaire-Eldorado Nuclear- 
SBDJ) along the La Grande, where drilling 
will take place in at least six areas showing 
indications of uranium; with Inco and 
Uranerz in the Otish mountains area, 
where strong concentrations have been 
found in two places; with Pancontinental 
and McDame, an affiliate of Cominco, in 
the southeast of the territory, and with 
Imperial Oil on two properties covering 
some 10,300 square kilometers (4,000 
square miles). The possibility of es- 
tablishing a uranium enrichment plant is 
being studied. 
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Some of the corporations and groups 


__ taking part in the James Bay area development 
| 


| Société québécoise d’exploration miniére (SOQUEM) 
| Noranda Explorations Company Limited 
Ducanex Explorations, New Jersey Zinc 
| General Crude Oil Company, 
| Selco Mining Corporation Ltd. and 
| Muscocho Explorations Ltd. 
Beth-Canada Mining Company, 
| Groupe minier Sullivan Ltée, Brinex et Progimines Ltée 
: Coopérative Miniére de Cadillac 
Kennco Explorations Ltd. and Brinex Canico 
Canico and Uranerz Exploration & Mining Ltd. 
Monexco Resources Ltd. 
| Canex Placer, Louisiana Lands, El Paso 
Berqminex Associates (Serem, 
| Boliden-Preussag, Delaware Ventures) 
| Urangesellschaft 
Seru Nucléaire (Canada) Ltée 
Eldorado Nucléaire Ltée 


Pancontinental Mining (Canada) Ltd. 

and Mc Dame Explorations Ltd (affiliate of Cominco) 
Falconbridge Nickel Mines 
Lynx Canada Explorations Ltd., 


Dejour Mines Ltd. and Camflo Mines Ltd. 
Kennco 


Selco and Muscocho 

Canico and Union Miniére 
Explorations and Mining Corporation Ltd. (Umex) 
Canico 

Compagnie Pétroliére Impériale Ltée 
Meston Lake Resources Ltd. 

Duval International 

Seru 

Matagami Lake Mines Ltd. 
Falconbridge 

Eldorado and Seru 

Eldorado and Uranerz 


Photos : James Bay Development Corporation 
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GATT trade talks: 
implications 

for investment 
in Canada 


by John Downs 


J. R. Downs is an independent economic con- 
sultant and was formerly a senior economist 
with the Economic Council of Canada. 


The Multilateral Trade Negotiations 
now taking place in Geneva seek to 
reduce both tariff and non-tariff barriers 
to world trade. A successful outcome of 
the negotiations could have far-reaching 
implications for the pattern of investment 
in Canada. 


The structure of investment in this 
country — as indicated, for example, by 
the pattern of trade — has already been 
greatly influenced by the large reductions 
in trade barriers that have been achieved 
since 1948. Merchandise exports and im- 
ports as a percentage of the output of the 
goods-producing industries have grown 
substantially. In 1962, the value of 
merchandise exports was only about 37% 
of goods output, and the value of imports 
was 36%; by 1976 the proportions had 
risen to 56% for exports and 54% for im- 
ports. Increased openness to trade has 
been a conspicuous and major factor in 
increasing the productivity and use of 
labour, capital, and resources. 


From 1948 to 1978, real gross national 
product per capita in Canada more than 
doubled, from $2,300 to $5,100 per head in 
constant 1971 dollars. Much of this 
increase was due to capital formation, 
typically about 24% of GNP. This 
experience of rising affluence clearly 
related to the increasing openness of the 
world economy is important to the con- 
sideration of the current trade discussions, 
especially since the most recent period has 
been one in which many governments 
have been under pressure to resolve 
specific problems of industrial under- 
employment by resorting to protectionist 
measures. Canada could be a massive loser 
if the world trading system reverted to 
protectionism. 


In January 1978 Canada agreed with the 
other main trading countries at Geneva on 
a working hypothesis which envisages the 
reduction of industrial tariffs by a 
weighted average of 40%, provided that 
certain other objectives are also achieved. 
Significantly, among these other objec- 
tives of the GATT countries is to reform 
the General Agreement in such ways as to 
reduce the use of non-tariff barriers 
(NTBs) and to stabilize the rules for world 
trade. Additional measures being con- 
sidered would affect trade in agricultural 
and fishery products. 


Canada itself has a number of export 
objectives that are so important as to be, 
from Canada’s standpoint, conditions for 
the achievement of reciprocity in the 
exchange of concessions. One of these 
important Canadian objectives is the 
elimination of many of those foreign tariffs 
which appear on the surface to be low, but 
which actually provide a much larger 
amount of effective protection than their 
nominal rates would suggest. Access to 
large markets on equal terms with other 
countries’ domestic industries would 


facilitate specialization and longer 
production runs in Canadian plants, thus 
encouraging both the better use of 
existing plant and labour resources and 
the flow of new investment into new 
highly productive lines. In this connec- 
tion, it should be noted, investment 
decisions would almost certainly be in- 
fluenced far more by the complete 
elimination of low duties than by merely 
their reduction. To illustrate the breadth 
and importance of such possible tariff 
reductions, one might note that about 
65% of Canada’s dutiable exports (or 
roughly 20% of total exports) to the 
United States now enter that country at 
low rates of duty (5% or less) and that the 
United States has indicated its willingness 
to consider reducing or eliminating a large 
number of them. 


Canada also seeks greater-than-average 
cuts for two selected trade groups — 
forest products and non-ferrous metals. 
The aim here is to reduce tariffs and NTBs 
to levels low enough to allow competitive 
Canadian industry to do more processing 
of natural resources in this country and 
additional related manufacturing. 


As well, Canadian exporters could hope 
to benefit from the more general reduc- 
tion of foreign tariffs and NTBs — to 
enhance productivity growth via 
specialization and two-way trade. Tariffs 
now applied by the big foreign importing 
countries to manufactured goods amount, 
on average, to almost 10%. 


The prosperity of the trading countries, 
and especially that of Canada, depends on 
the resolution of three types of problem: 
structural, commercial, and cyclical. These 
problems are interdependent, and lack of 
adequate progress in solving any one 
could seriously hamper accomplishment 
in the others. 


Structural change is a key issue 


On the question of structural change, it 
is seen to be desirable that each country 
should move resources from industries or 
lines in which the country is less com- 
petitive into those in which it is stronger. 
Of course, no country wishes to subject its 
weaker industries to processes of rapid 
and brutal adjustment. However, fears 
expressed in Canada and elsewhere about 
the adjustment process are exaggerated. 
The greater danger would be to try to 
freeze the status quo by protecting weaker 
industries at the expense of the actually 
and potentially more competitive ones. 
Such a course would only perpetuate 
current problems of slow growth and low 
productivity and would make structural 
problems more difficult to solve when, 
sooner or later, they would have to be 
faced. 


On the whole, the major countries have 
resolutely held to their agreed policy of 
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moving towards freer trade and stabiliza- 
tion of rules. However, protectionist issues 
have recently become more acute in the 
wake of slow economic growth inter- 
nationally. Several countries have imposed 
temporary measures — quotas, “trigger 
prices’’, and the like — to shelter specific 
industries against a decline in demand and 
an increase in import competition. 


Against this background, the role of 
policies to facilitate and soften the difficult 
processes of change is a key one. Adjust- 


_ment assistance programs are important 


existing instruments in most countries — 
for reasons in addition to that of trade 
liberalization. However, since freer trade 
opens the way to more effective use of 
resources, it enables adjustment programs 
_to be administered with greater economic 
‘rationality and success. In Canada’s case, 
| programs of modest size already exist, and 
the government is considering more 
comprehensive measures to meet the 
emerging needs of the 1980s. 


To facilitate an orderly adjustment 
process, the multilateral trade 
negotiations provide also for the phasing 
of tariff cuts over at least eight years — 
from 1980 to 1987. The period may be 
shorter for industries that are in a position 
to benefit from a more rapid reduction of 
barriers, and longer for other industries 
that may need more time to adjust. 


Canadian trade and 
investment opportunities 


The outcome of the current round of 
trade negotiations will affect Canadian in- 
vestment opportunities in various ways. 


On the assumption that the negotiations 
on low-tariff items will be relatively 
successful, it is clear that the improved 
access for Canadian goods will be exten- 
sive. To judge from existing trade patterns 
and tariff categories, some 200 foreign 
tariff categories relevant to Canadian 
exports would be affected. Table 1, for 
example, provides a summary analysis of 
U.S. imports of low-duty items from 
Canada in 1973. 


Without attempting to make detailed 
udgments or to be comprehensive, one 
can describe the nature of some individual 
J.S. tariff items (all below 5%) covered in 
lable 1. Group B includes some processed 
oods, certain manufactures of pulp, a 
ange of chemicals, siding and end-glued 
vood, certain manufactured papers, a 
lumber of machinery items and special 
unction motor vehicles, steel wire rods, 
ynthetic rubber, and articles of asbestos. 
sroup C includes products such as office 
nachinery, parts of aircraft and spacecraft, 
luminum and alloys, copper and zinc. In 
otal, the value of imports from Canada in 
able 1 was about 10% of the value of 
-anadian exports (excluding oil) to all 


countries — or more than the total of 
Canadian exports to Japan, Canada’s 
largest overseas market. 


Among these items are many lines in 
which Canadian costs could be reduced 
by re-organizing production towards 
greater product specialization to take ad- 
vantage of wider markets. There are many 
additional items on which U.S. and other 
foreign tariffs could be reduced, and this 
would tend to create similar opportunities 
for Canadian industry. Once Canadian in- 
dustry was organized to produce at closer 
to, or at, the lowest internationally at- 
tainable cost per unit, it would be in a 
better position to exploit market oppor- 
tunities around the world. Moreover, dur- 
ing the next decade or two, export and 
investment opportunities are very likely 
to emerge even in lines which do not at 
present figure prominently in trade. 


For Canadian producers, one of the 
beneficial fallouts from the reduction of 
foreign trade barriers would be an expan- 
sion of opportunities to sell more Cana- 
dian products abroad to offset Canadian 
defence purchases abroad. In the decade 
ahead, Canada plans to do a large portion 
of its defence spending in foreign coun- 


tries — in order to get the best possible 
quality and terms. For balance of payment 
and employment reasons, Canada must 
arrange for a measure of offsetting sales by 
Canadian industry. And with freer trade, 
Canadian suppliers could develop a 
competitive base for permanent export 
business in civilian as well as military 
markets. 


Other sector prospects 


Clearly, a reasonable degree of success 
for Canada in sector negotiations would 
increase the scope for investment and 
trade in processed forest products and 
metals. Several of the major existing 
exports of highly to moderately processed 
products already have duty-free access to 
the U.S. market. The further thrust, now, is 
to create equally favourable access for 
products with a greater manufacturing 
content — prepared and pre-fabricated 
wood, manufactures derived from pulp, 
metal sheets, shapes, and wire, and a con- 
siderable variety of more-manufactured 
goods. 


In petrochemicals, Canada is already 
building a number of world-scale plants to 
supply basic materials for both the export 


a ce tl ee Se 


Table 1 


U.S. IMPORTS OF LOW DUTY PRODUCTS FROM CANADA IN 1973 
es 


Value ($ millions) 


Number of 


Product groups tariff items 


Main manufactured items 


A SV/ 
B FEY. 
G Z. 
Subtotal A-C 121 


Other manufactured and processed goods 


D 965 
Subtotal A-D 1,086 
Crude products 
E Oil 2 
F Other 25 
TOTAL A-F Flits 


Source: Based on official U.S. data. 


World Percent Average 

Canada total from Canada tariff (%) 
379 4,761 8.0 4.1 
602 1,587 37.9 4.2 
808 1,605 50.3 4.3 
1,788 7,954 225 4.2 
509 3793 DW 3.8 
2,297 17,747 1382 3.9 
1,216 6,668 18.2 2.5 
qs" 203 75e5 2.8 
3,667 24,618 14.9 3.8 


Notes: Totals may not add up due to rounding. Groups A to C duties range from 2.0 to 5.0 percent, ad 
valorem or equivalent, and imports under individual items exceeded $1 million. 
Group A includes manufactured goods where the Canadian share of imports under individual 


tariffs is less than 20 percent. 


Group B includes goods where the Canadian share exceeded 20 percent, and the range of im- 


port values is $1.1 to $50.0 million. 


Group C includes goods where the Canadian share exceeded 20 percent, and import values 


exceed $50 million per tariff item. 
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and domestic markets. The basic 
petrochemical industry is one where 
overall economies of scale are crucial. This 
contrasts in one respect with the bulk of 
Canadian industry, where scale of total 
plant is less important than plant 
specialization with long production runs 
of a few items for a large market. Given 
the emergent supply of competitively 
priced basic petrochemical products, 
Canada’s interest lies in further promoting 
the conditions for successful operation of 
these industries in a large market area — 
and for economic participation by 
Canadian-based ‘/downstream’’ process- 
ing and manufacturing industries in 
market growth. At present, these con- 
siderations relate mainly to the North 
American market. The United States has 
said it is prepared to entertain proposals 
for reductions of barriers to entry of 
petrochemicals and manufactured 
derivatives. 


Freer trade could mean new oppor- 
tunities for new technology. Many of the 
investment opportunities created by trade 
liberalization during the 1980s could, in 
turn, create springboards for further new 
investments in the late 1980s and in the 
1990s. Participation in one internationally 
competitive industry is an excellent 
springboard for the application of new 
technology to create other internationally 
competitive industries. Existing participa- 
tion provides an experienced pool of 
scientists, engineers, and managers. For in- 
stance, without a petrochemical industry 
based on gas or oil derivatives, Canada’s 
chances of successfully operating a similar 
industry based on coal would be greatly 
reduced. In the same way, without a viable 
metal-processing sector, Canada would be 
less likely to achieve quantum jumps in 
new technology applications such as elec- 
troforming and ionic spraying — which 
could revolutionize product design and 
output costs. Freer trade could enable our 
large forest industries to apply such new 
technologies as synthetic lumber. 


Clearly, the outcome of the current 
GATT trade negotiations will be worth 
analysis by industrial investors interested 
in taking advantage of new production 
opportunities afforded by declining trade 


Photo: Central Mortgage and Housing Corporation 


barriers. Concurrently, with the 
accelerated rise of two-way trade flows 
which is inherent in trade liberalization, 
there will be new opportunities for invest- 
ment in transport and distribution 
facilities. 


It should be understood that the Cana- 
dian transitional objective is an orderly re- 
organization rather than the elimination 
of import-competing industries at the 
lower end of the scale of comparative ad- 
vantage in Canada. Specialized parts of 
such industries would probably continue 
to produce on a viable commercial basis 
after a period of restructuring. Public 
measures to facilitate this change and to 
encourage the creation of alternative oc- 
cupations for the resources released by 
declining sectors would probably play an 
important role. Thus, even in declining in- 
dustries there would be scope for selective 
investments based on ingenuity and 
specialization. 


Concluding perspectives 


Concerns have been expressed both in 
Canada and abroad that the decline of 
competitiveness of Canadian industry 
since the early 1970s has eroded the attrac- 
tions of Canada as a base for industrial in- 
vestments. These concerns are probably 
justified by the evidence of Canadian 
economic performance over a period of 
perhaps five years. But it is also clear that 
the negative reaction (partly a reaction to 
the optimistic euphoria of 1973-74) has 
gone too far. For there is evidence of solid 
underlying strength and resilience in the 
Canadian economy. 


In 1976, for example, the Economic 
Council of Canada published an index of 
Canada’s competitive international trade 
performance. When this is extended to 
the present, it shows that Canadian com- 
petitiveness has improved considerably 
since 1974, although it has not yet regain- 
ed its 1971 level. From an index level of 100 
in 1971, there was a decline to about 81 in 
1974, then a steady climb back to about 90 
at the present time. 


It is encouraging that the trend of this 
index in recent years has been upward; 
and that public policies at the federal and 
provincial levels are showing renewed 
focus and priority on an acceleration 


of Canada’s productivity growth. Another 
encouraging indication is the fact that 
productivity levels in Canadian manufac- 
turing have been rising relative to those in 
U.S. manufacturing. In aggregate terms, 
Canadian manufacturing productivity was 
about 55% of the U.S. level in 1950, about 
66% in 1967, and around 78% in 1976. 
Moreover, Canadian productivity levels in 
many of the durable goods industries are 
very close to those of their U.S. counter- 
parts. A good part of this improvement is 
due to the large increase in Canadian 
trade and specialization under the 
automotive trade agreement of 1965 with 
the United States. 


Most of the decline in Canadian com- 
petitiveness was due to the rapid increases 
in compensation and unit costs in Canada 
compared with the United States, rather 
than to productivity weaknesses. 
Hearteningly, it appears that this counter- 
productive binge is ending. Unit labour 
costs of production appear to have risen 
no faster in Canada than in the United 
States during 1977. Moreover, the Cana- 
dian dollar has depreciated by about 13% 
relative to the U.S. dollar since 1976. This 
decline will confer at least a short-term 
advantage on Canadian suppliers and 
provide a breathing space in which to con- 
solidate the effects of underlying, positive, 
long-term trends. 


Future investors who consider Canada 
will, of course, make their own 
assessments and decisions. What is 
suggested here is that these decisions 
would best be based on a long-term view 
of Canada’s prospects, including the new 
opportunities likely to arise from the trade 
negotiations and related policies. The 
prospects are that massive investments will 
continue to be made in Canada in the 
future — and that there will be a large shift 
from social capital spending to business 
capital spending. Among the positive 
aspects of the Canadian situation is the re- 
cent improvement in domestic supply 
prospects for energy — natural gas, crude 
and synthetic petroleum, and uranium. 
Together with well-known substantial coal 
reserves, these resources will provide 
scope for very large investments — and 
with beneficial impacts on a great many 
other Canadian economic activities. 
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A businessman’s 
comments 


on FIRA 


by Guy P. French 


Guy P. French is President of American Can 
of Canada Ltd. 


In a recent address, | made two com- 
ments about FIRA which, to my surprise, 
received a fair amount of publicity. 


The first remark was that | had no objec- 
tion to Canada’s establishing an agency to 
review prospective foreign investments. | 
am not sure why this viewpoint should be 
considered remarkable by some people. 
Perhaps they are surprised to hear it 
emanate from a senior business executive 
of a foreign-controlled Canadian com- 
pany, whose U.S. parent company has 
itself twice experienced the FIRA review 
process. However, as a Canadian, | believe 
that the Canadian public should have 
some means by which to evaluate the 
potential benefits to our country of at least 
some of the specific investments that non- 
residents propose to make here. Such a 
view is certainly not intended, on my part, 
to suggest any bias whatever against 
foreign investment as such. Canada, no 
less than the vast majority of other coun- 
tries, needs large inflows of capital and 
superior technology in order to progress. 
But it cannot be assumed that every single 
foreign venture into Canada will produce 
attractive benefits. For example, a foreign 
acquisition of an existing Canadian firm 
(whether domestically or foreign owned) 
for no other reason than to eliminate a 
competitor or curtail its competitive 
vigour is obviously an undesirable in- 
tervention — albeit an extreme example 
of one. Also, for example, the foreign 
acquisition of a large or long-established 
Canadian company — particularly if the 
latter is one of the few Canadian 
presences in its industry — is surely 
something that ought to be reviewed from 
the standpoint of Canada’s national in- 
terest. 


My second remark was to the effect that 
FIRA’s operation and decision-making 
process appear generally to have been 
effective: that is to say, efficient, fair and 
reasonable. One hears occasionally of 
lengthy review and negotiation periods, 
but not seemingly as the result of perverse 
attitudes within the Agency. One sees and 
hears more criticism, especially in the 
media, that the Agency has been too 
speedy or liberal with its approvals, than 
complaints about slow procedures or 
negative decisions. On the whole, the 
Agency appears to be carrying out its man- 
date quite well — perhaps surprisingly 
well. 


A third comment | made was not widely 
publicized. | suggested that a clearcut 
national industrial strategy, if developed, 
would surely assist FIRA (and other public 
agencies and departments) in decision- 
making. As a businessman, | am very aware 
of the value of “‘strategies’’. Strategies 
differ from policies and principles (which 
we seem not to lack) in that they lay down 
not only what we want to achieve, but the 
basic means by which we will achieve it. A 


strategy is long term by nature. Typically, it 
is highly contentious and difficult to arrive 
at. Yet it must be achieved. Among the 
strategy questions that need answering in 
Canada are: What industries are we going 
to bank on most heavily in our best long- 
term interests and why? What are our 
regional objectives and why? How do we 
intend to achieve these industrial and 
regional objectives? Only when questions 
such as these are answered can we hope, 
for example, to rationalize some of our in- 
dustrial situations in which rationalization 
On a national basis seems in conflict with 
some notions of supporting the regional 
economies. 


Businessmen today have two significant 
concerns in regard to government, and 
the two are inter-related. One is the 
plethora of government bureaus impact- 
ing on business. This problem is acutely 
felt by established businesses. Concern is 
reflected in complaints about government 
spending, about the increasing cost of 
responding to government demands, and 
so on. Emotionally, if not rationally, FIRA’s 
relatively recent arrival on the scene has 
evoked some feelings of this sort. 


The other concern is closely related to 
the strategy vacuum, as well as to the 
government intervention issue. It is par- 
ticularly worrisome to the prospective in- 
vestor, domestic or foreign. It is simply the 
apparent frequency of change in the rules 
of the game for business. The recent resort 
to wage and profit controls is a striking 
case in point. Another is the repeated in- 
troduction of proposed “competition” 
legislation which, on again and off again, 
threatens to change and regulate basic 
competitive market structures. In this 
respect too, the arrival of FIRA, insofar as it 
was a change, caused some businessmen 
to re-adjust their thinking and planning. 


Business will never be free of psy- 
chological factors, and it must be 
recognized that FIRA’s psychological 
effect on business, at least on international 
business, must be at least somewhat 
negative. We can never know the number 
of potential investments that may have 
been turned off by the new requirements 
of the review procedure. When taken 
together with changing regulations and 
the creation of new regulatory bodies in 
the past decade, it would be difficult to 
imagine that FIRA’s existence would be 
regarded positively by the investment 
community. 


All of this is simply to observe that those 
responsible for foreign investment review 
in Canada must be sensitive to the real life 
environment in which they operate. 


And in my view, all things considered, 
the establishment of the Foreign Invest- 
ment Review Agency was soundly based, 
and the personnel and procedures are 
generally reasonable. 
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Capital investment projects in Canada 
(ee ee SS 


IV. TRANSPORTATION, 
STORAGE AND COMMERCIAL 
DEVELOPMENTS 


This list shows major capital spending 
projects now in progress or proposed. 
Three other parts (published in previous 
issues of Foreign Investment Review) 
covered minerals, forest products, oil, gas, 
electric power and manufacturing. Part IV 
covers investment in transportation and 
storage sectors, as well as new commercial 
developments, and is limited to projects 
costing over $3 million. Information on 
projects has been obtained mainly from 
press reports, verified, where necessary, 
by the companies concerned. 


This report was prepared for Foreign 
Investment Review by L. E. Dewis, Analyst 
with the Capital Expenditures Group, 
Economic Analysis Branch, Department of 
Industry, Trade and Commerce. 


In the area of transportation the federal government will be providing $70 million in 
1978-79 to the two major Canadian railways for the rehabilitation of prairie rail branch lines. 
The work will involve bank widening, brush clearing operations, ballasting and tie renewals 
on several branch lines between the Prairie Provinces and British Columbia ports, in addi- 
tion to the annual renewal of rail and ties which the railways undertake in the Prairies 
and other regions of the country. 


Grain elevators are being built in Vancouver, British Columbia and Windsor, Ontario. 
A new grain elevator, renovations to two existing elevators, and anew two-berth container 
terminal are planned for Montreal, Quebec. A new container pier is to be built at Halifax, 
Nova Scotia, with a 50-acre storage area; the terminal is expected to be completed by 1980. 
The federal government has approved an expenditure of $100 million to construct new 
repair facilities in the Canadian Armed Forces Dockyard in Halifax. 


In the commercial sector, during the next four years developers are expected to build 
about 20 million square feet of shopping centre space. Most of the projects included in this 
figure are either under construction and will open in the next two years, or have received 
municipal approvals and firm commitments. 


Company and Completion Cost 
project description date ($ millions) 


British Columbia 


Location 


Shopping centres 

Abacus Cities Ltd. 1983 
New development 

Abacus Cities Ltd. 1978 9 
New development 


B.C. Central Credit Union 1980 20 
Commercial-residential 
and office complex 


Dominion Construction Co. Ltd. 1979 9 
New development, Phase 1 


50-75 New Westminster 


Terrace 


Vancouver 


Langley 


Dominion Construction Co. Ltd. 1980 
New development 


Ira Young & Associates 1979 50 
New development 


Parkwell Shopping Centre Ltd. 1978 20 
Expansion 


Woodgrove Holdings Ltd. 1980 17 
New development 


Kamloops 
Coquitlam 
Vancouver 
Nanaimo 


Railways 
Canadian Pacific Ltd. 1980 45 
Double tracking 


Mountains 


Sea ports 
British Columbia Development Corp. 
Deepsea port 


1979-80 10 Nanaimo 


Elevators 
The Pioneer Grain Terminal Ltd. 1979 80 
Grain elevator 


Saskatchewan Wheat Pool 1979 5 
Grain elevator 


W. Vancouver 


W. Vancouver 
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Company and 
project description 


Alberta 


Shopping centres 


Abacus Cities Ltd. & Hudson Bay Co. 
New development 


Allasco Development Ltd. 
New development 


Canada Square Corp., Gulf Oil 
Canada Limited 
New development 


Cascade Development 
Corporation Ltd. 
New development 


Philby Investment Ltd. 
New development 


Westfield Development Corp. Ltd. 
New development 


Hotels 
Altacan-Oland Constructors Ltd. 
New hotel 


Banff Park Lodge Ltd. 
New hotel 


Canadian Pacific Hotels Ltd. 
300 Room hotel 


Wayside Inns of Alberta Ltd. 
New hotel 


Railways 
Canadian National Railway Co. 
Improved branch lines 


Manitoba and Saskatchewan 


Completion 
date 


1979 
1979 


1980 


1979 


1980 


1979 


1979 
1979 
1978 


1979 


1979 


Cost 
($ millions) 


14 


15 


80 


30 


50 


20 


10 


100 


Location 


St. Alberts 
Fort McMurray 


Calgary 


Calgary 


Edmonton 


Edmonton 


Calgary 
Banff 
Calgary 


Lloydminster 


Prairies 


a 


Shopping centres 
The Cadillac-Fairview Corp. Ltd. 
New development 


T. Eaton Co. Ltd., E. P. Holdings Ltd. 


and Bredero Group of the Netherlands 


Retail development 


Lakeview Properties Ltd. 
Commercial development 


Trizec Corp. Ltd. 
Commercial and office development 


Trizec Corp. Ltd. 
New development 


14 


Moose Jaw, Sask. 


Winnipeg, Man. 


Winnipeg, Man. 
St. Vital, Man. 


St. Vital, Man. 


=e ee ee ee ee eee 


Ontario 
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Commercial properties 
Bramalea Ltd. 
Downtown core 


Campeau Corporation 
Expansion 


Campeau Corporation 
Retail mall 


Canlea Ltd. and Restland Corp. 
Commercial and office 


Fabasco Limited 
Retail mall 


Fidinam Canada Ltd. 
Commercial and residential 


100 


Brampton 


Oshawa 


Ottawa 


Toronto 


Toronto 


Toronto 


FOREIGN INVESTMENT REVIEW, SUMMER 1978 / PAGE 23 


Company and Completion Cost 


project description date ($ millions) Location 

S. B. McLaughlin Associates Ltd. 1979 9 Mississauga 
Commercial and office development 

Montroc Investments Inc. 1979 4.5 Hawkesbury 
Expansion 

Windlass Holdings Ltd. and 1978 40 Toronto 


Friedel Construction Ltd. 
Commercial and residential 


The Cadillac-Fairview Corp. Ltd. 1979 65 Toronto 
Eaton Centre 

Northgate Square Ltd. 1979 21 North Bay 

Airports 

Transport Canada 1980 100 Hamilton 
Expansion 

Transport Canada 1978 25 Malton 
Expansion 

Railways 

Canadian National Railway Co. 1979 20 Brampton 
New terminal 

Elevators 

United Co-Operatives of Ontario 1978 21 Windsor 


Deep water grain elevator 


Quebec 


Shopping centres 
Caisses Populaires Desjardins 1978 3 Longueuil 


Pierre Tardif Inc. 1979 10 Quebec City 
Commercial and office development 
Sea ports 


National Harbours Board 1983 60 Montreal 
Port improvements 


National Harbours Board 1983 42 Quebec City 
Port improvements 

Railways 

Canadian National Railway Co. 1978 276 Quebec City 
Improvements and expansion 


New Brunswick 


Commercial properties 


Assumption Mutual Life Insurance Co. 1979 17 Moncton 
Expansion 

Burnac Leaseholds Limited 1979 4.5 Chatham- 
New development Newcastle 

Douglastown Shopping Mall 1978 6.5 Douglastown 

L. Rocca Construction Co. Ltd. 1978 8 Saint John 
Expansion 

L. Rocca Construction Co. Ltd. 1979 10 Saint John 
Commercial development 

Market Square Development 1985 35 Saint John 

Sea ports 

Saint John Drydock Co. Ltd. 1979 60 Saint John 


Drydock extension 


Prince Edward Island 


Shopping centres 
The Charlottetown Area Development 1980 25 Charlottetown 
Corporation 

New development 


The Dale Corporation 1979 3.6 Charlottetown 
Expansion 
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Company and Completion Cost 


project description date ($ millions) Location 
Airports 
Transport Canada 1978 21,5 Charlottetown 


Re-development 


ee ee ee 


Nova Scotia 


ee se a Ba es ol ee, a 


Shopping centres 
Home Hardware Stores Ltd. 1979 13 Debert 
New distribution centre 


Nova Scotia Housing Commission 1979 11 Cole Harbour 
New development 

L. Rocca Construction Co. Ltd. 1978 10 Bedford 
New development 

Trizec Equities Ltd. 1978 3.6 Halifax 
Expansion 

Willowgate Development 1979 4 Halifax 


Corporation Ltd. 
New development 


Sea ports 
National Harbours Board 1980-81 35.6 Halifax 
Expansion 


National Harbours Board 1989 100 Halifax 
Expansion, dockyard 


Hotels 
Durham Leaseholds Ltd. 1979 12 Halifax 
New development 


Te 
Newfoundland 


I ee ee ee ee 


Shopping centres 


Burnac Leaseholds Limited 1979 4.5 Carbonear 
New development 


Leaseholds Construction Corp. 1979 6 Labrador 
New development 

Les Galeries du St-Laurent 1979 he. St. John’s 
New development 

Wabush Enterprises Limited 1979 19 St. John’s 


New development 


Place La Chaudiére, Hull, Quebec. Photo: Campeau Corporation 
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Incentives to industry 


———— 


The following is a regularly updated list of 
the major incentives to industry offered by 
the federal and provincial governments 
and available to both Canadian and non- 
Canadian investors. To qualify, companies 
must be incorporated in Canada. 


FEDERAL GOVERNMENT 
INCENTIVES 


Note: a number of programs which are 
cost-shared and jointly administered by 
the federal and provincial governments 
are listed only under Provincial 
Government Incentives. 


Department of Industry, 
Trade and Commerce 


Enterprise Development Program (EDP) 


The program assists eligible manufacturing 
and processing firms to become more 
viable and internationally competitive 
through grants and loans. The grants are to 
help firms to develop proposals for 
project assistance, study market feasibility 
or productivity improvement, procure 
industrial design services, and develop or 
introduce new technology. Loans or loan 
guarantees assist restructuring or 
rationalization. Further grants or loans are 
also available to help firms to meet 
special problems or to further specific 
government objectives. Contact: 
Enterprise Development Board, 
Department of Industry, Trade and 
Commerce, 240 Sparks St., Ottawa, 
Ontario, Canada_ K1A OH5. 


Machinery Program 


This program provides for remission of 
import duty on types of machinery 

not manufactured in Canada, when the 
importation of such machinery is vital to 
an enterprise. Contact: Machinery and 
Equipment Advisory Board, Department 
of Industry, Trade and Commerce, 240 
Sparks St., Ottawa, Ontario, Canada 

K1A 0OH5. 


Agricultural and Food Products Market 
Development Program (AGMAP) 


Financial assistance to develop domestic 
and export markets for agriculture and 

food products. Contact: Program Unit, 

Agriculture Fisheries and Food Products 
Division, Department of Industry, Trade 
and Commerce, 240 Sparks St., Ottawa, 

Ontario, Canada_ K1A OHS. : 


Other Programs 


Financial assistance programs are also 
available for shipbuilding, defence 
production, fashion design, grains and 
oilseeds marketing and for export market 
development. Contact: Department of 
Industry, Trade and Commerce, 240 Sparks 
St., Ottawa, Ontario, Canada K1A OHS. 


National Research Council 


Industrial Research Assistance 
Program (IRAP) 


Shares cost of selected research projects. 
Contact: National Research Council, 
Montreal Road, Ottawa, Ontario, 
Canada_ K1A OR6. 


Pilot Industry/Laboratory Program (PILP) 


Provides shared-cost research between 
NRC laboratories and industrial firms. 
Contact: National Research Council, 
Montreal Road, Ottawa, Ontario, 
Canada_ K1A OR6. 


Department of Regional Economic 
Expansion (DREE) 


Regional Development 
Incentives Program (RDIP) 


The program provides grants and loan 
guarantees to foreign and Canadian firms 
undertaking ventures in designated 
regions in all provinces under the 
Regional Development Incentives Act. 
Incentives are provided principally to 
manufacturing or processing operations 
and loan guarantees are also available to 
certain new service facilities. The 
Montreal Special Area designated under 
the DREE Act is eligible for grants in 
certain manufacturing or processing 
sectors. Contact: Industrial Incentives 
Branch, Department of Regional 
Economic Expansion, Sir Guy Carleton 
Building, 161 Laurier Avenue West, 
Ottawa, Ontario, Canada K1A 0M4. 


Federal Business Development Bank 
(FBDB) 


Provides financial assistance to business, 
particularly small business, in the form of 
loans, loan guarantees, equity financing or 
leasing. Management services are also 
available to small businesses. Contact: 
Federal Business Development Bank, 901 
Victoria Square, Montreal, Quebec, 
Canadam 3G 36s, 


Department of Finance 


Guarantees loans up to $50,000 from 
approved lenders to proposed or existing 
businesses whose actual (or estimated) 
gross revenue is less than $1 million. 
Contact: Guaranteed Loans 
Administration, Department of Finance, 
Place Bell Canada, 160 Elgin St., Ottawa, 
Ontario, Canada K1A 0GS5. 
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PROVINCIAL GOVERNMENT 
INCENTIVES 


ALBERTA 


Alberta Opportunity Company 


Provides financing for Alberta 
manufacturing and service businesses 
through direct loans or guarantees of 
loans for fixed assets or working capital 
when funding is not available from 
conventional lending institutions. 
Contact: Alberta Opportunity Company, 
Box 1860, Ponoka, Alberta, Canada 

TOC 2H0. 


Canada-Alberta Subsidiary Agreement on 
Nutritive Processing Assistance 


The maximum grant under this program is 
35 per cent of the total capital required to 
build or expand a facility. The grant is 
restricted to nutritive processing 
operations in which raw or semi- 
processed products are physically or 
chemically altered, processed, or refined 
or made more marketable as nutritional 

_ products for humans, animals, or plants. 
The grants are available for operations 
anywhere in Alberta except Edmonton 
and Calgary. Contact: Executive Director, 
DREE Program, Agriculture Building, 11th 

floor, 9718 — 107th St., Edmonton, 
Alberta, Canada T5K 2C8. 


BRITISH COLUMBIA 


British Columbia 
Development Corporation 


The corporation provides financing in the 
form of term loans, loan guarantees, 
performance bonds, deficiency 
guarantees, leasing of buildings and 
machinery, and in special cases, equity. 

While there is no limit on the amount of 
funds the corporation may provide, in 

large scale projects it prefers to provide 
assistance in conjunction with other 
financial institutions. BCDC provides 
serviced land on a sale or lease basis to 

‘secondary manufacturing and related 
service industries. Land is available 
through the land development division. 
BCDC acts as project manager of large 
Capital projects in British Columbia. 
Contact: British Columbia Development 
Corporation, 272 Granville Square, 200 
Granville St., Vancouver, British Columbia, 
Canada V6C 154. 


Ministry of Economic Development 


The business development program 
provides assistance in marketing British 
Columbia-manufactured products outside 


the province by providing financial 
support to businesses to participate in 
trade shows and trade missions outside 
Canada. It also provides a market 
development assistance program, a 
technical assistance program, a small 
businesses assistance program and a 
business information service on the 
availability and source of various forms of 
financial and other assistance to business. 
The new business service provides 
counselling and information about 
government regulations. Contact: 
Business and Industrial Development 
Branch, Ministry of Economic 
Development, Box 10111, 700 West 
Georgia St., Vancouver, British Columbia, 
Canada V7Y 1C6. 


MANITOBA 


Design Assistance Program 


Cost-sharing of consulting and advisory 
services for market research, design and 
redesign of products and packages. 
Contact: Manitoba Design Institute, 

155 Carlton St., 5th floor, Winnipeg, 
Manitoba, Canada _ R3C 3H8. 


Export Incentive Program 


Cost-sharing of promotion for new export 
markets. Contact: Manitrade, 155 Carlton 
St., Winnipeg, Manitoba, Canada 

R3C 3H8. 


Manitoba Research Council 


The Research and Development 
Assistance Program provides shared-cost 
assistance for research and development 
of new or improved products or 
processes. The council’s Canadian Food 
Product Development Centre provides 
advice and in-plant assistance including 
laboratory work for food and feed 
industries. Contact: Manitoba Research 
Council, 155 Carlton St., 6th floor, 
Winnipeg, Manitoba, Canada R3C 3H8. 


Manitoba Department of 
Industry and Commerce 


The Feasibility Studies Incentive Program 
assists manufacturing and processing 
industries with shared-cost feasibility 
studies on establishing or expanding 
manufacturing. The DREE Application 
Incentives Program provides shared-cost 
assistance to employ outside consultants 
in the preparation of applications to the 
federal government’s Department of 
Regional Economic Expansion programs 
for the establishment or expansion of 
manufacturing facilities. The Productivity 
Improvement Program provides shared- 
cost assistance to identify problems and 
obstacles to growth. The Manpower 


Development Assistance Program 
provides cost-sharing of manpower 
development prog.ams. Contact: 
Department of Industry and Commerce, 
155 Carlton St., Winnipeg, Manitoba, 
Canada R3C 3H8. 


NEW BRUNSWICK 


New Brunswick Industrial 
Development Board 


Provides financial assistance to 
manufacturers or processors, normally in 
the form of a loan guarantee or direct 
loan. Administers a joint federal- 
provincial interest-free forgivable loan 
program oriented to small businesses. 
Contact: Department of Commerce and 
Development, P.O. Box 6000, Centennial 
Building, Fredericton, New Brunswick, 
Canada £3B 5H17. 


New Brunswick Provincial 
Holdings Limited 


Will take an equity position in 
manufacturing companies locating in New 
Brunswick. Contact: N.B. Provincial 
Holdings Ltd., P.O. Box 6000, Centennial 
Building, Fredericton, New Brunswick, 
Canada £3B 5H17. 


Research and Productivity Council 


Provides technical support services for 
industry in New Brunswick, including 
engineering and problem solving, 
industrial research and development, and 
management consulting, on a cost- 
recovery basis. Contact: N.B. Research 
and Productivity Council, College Hill 
Road, Fredericton, New Brunswick, 
Canada £3B 5C8. 


NEWFOUNDLAND 


Newfoundland and Labrador 
Development Corporation 


This joint federal-provincial corporation 
provides equity and loan financing up to 
$1 million for establishing or expanding 
small and medium-sized businesses. 
Contact: Newfoundland and Labrador 
Development Corporation, P.O. Box 1738, 
44 Torbay Road, St. John’s, Newfoundland, 
Canada _ AT1C 5P5. 


Department of Industrial Development 


Approved financing of new or expanding 
business ventures in amounts of more 
than $1 million. Contact: Department of 
Industrial Development, Confederation 
Building, St. John’s, Newfoundland, 
Canada _ A1C 577. 
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NOVA SCOTIA 


Industrial Estates Ltd. 


Long-term loans on 20-year first 
mortgages on 100% of the cost of new 
land and buildings of secondary 
manufacturers and up to 60% financing of 
new machinery with 10 years to repay. 
Minimum loan financing available under 
this program is $150,000. Contact: 
Industrial Estates Ltd, 5151 George St., 
Suite 700, Halifax, Nova Scotia, 

Canada B3J 1M5. Also 


Industrial Development Manager, In- 
dustrial Estates Limited, Niederkasseler 
Kirchweg 95, 4000 Dusseldorf 11, Germany 


Industrial Loan Act, Industrial 
Development Act 


Loans for new or expanding resource- 
based industries and tourist facilities at 
current interest rates. Contact: Nova 
Scotia Resources Development Board, 
Bank of Montreal Towers, P.O. Box 519, 
Halifax, Nova Scotia, Canada B3J 2R7. 


Department of Development 


The department offers a number of 
assistance programs to business and 
industry. These include: The Marketing 
Assistance Program, the Management 
Development Program, the Product 
Design and Development Program, the 
Rural Industry Program, the Opportunity 
Identification Program and the Industrial 
Malls Program. The Strait of Canso 
Development Office is a joint federal- 
provincial agency funded by the 
Department of Regional Economic 
Expansion and the Nova Scotia 
Department of Development. The 
deepwater port is particularly appropriate 
for the location of heavy industry, 
particularly as related to the petro- 
chemical industry and “bulk supership”’ 
shipments. Contact: Nova Scotia 
Department of Development, 5151 
George St., P.O. Box 519, Halifax, Nova 
Scotia, Ganadal Bole2n 


ONTARIO 


Ontario Development Corporation 


Programs include: industrial mortgages 
and leasebacks, export support loans, 
venture capital loans, pollution control 
equipment loans, loans to small 
businesses, tourist industry loans, and 
incentive loans to encourage industries to 
locate or expand in slow-growth areas of 
Ontario. Contact: Ontario Development 
Corporation, Mowat Block, 3rd floor, 900 
Bay St., Toronto, Ontario, Canada 

M7A 2E7. 


Ontario Industrial Training Program 


Assistance for training programs to 
companies locating in areas where such 


programs will help improve employment 
opportunities. Contact: Ministry of 
Colleges and Universities, Industrial 
Training Branch, Mowat Block, 900 Bay St., 
Toronto, Ontario, Canada M7A 2E7. 


Retail sales tax exemption for production 
machinery and equipment 


A retail sales tax exemption is granted to a 
manufacturer or producer who purchases 
machinery and equipment which alters 
the goods in process as well as a wide 
variety of mining, logging, waste removal 
and pollution control equipment and 
other types of machinery. Contact: 
Ministry of Revenue, Retail Sales Tax 
Branch, Queen’s Park, Toronto, Ontario, 
Canada M7Z7A 1X9. 


PRINCE EDWARD ISLAND 


Industrial Enterprises Incorporated 


Provides assistance for capital 
expenditures in the form of first mortgage 
loans on real estate and/or equipment. 
Contact: Industrial Enterprises 
Incorporated, West Royalty Industrial 
Park, Charlottetown, Prince Edward 
Island, Canada C7E 1B0. 


P.E.1. Department of Industry 
and Commerce 


The Industrial Assistance Program 
provides assistance in the form of 
forgivable performance loans to manu- 
facturing and processing businesses. 
Where the maximum capital expenditure 
is $25,000, eligible businesses may receive 
a maximum forgivable performance loan 
of $12,500 or 25% of the total capital cost 
and up to $2,000 for each new job created. 
The Service Sector Assistance Program 
provides assistance to primary resource 
industries and/or secondary 
manufacturers and processors to purchase 
new, used, or reconditioned equipment 
and machinery. It also assists in the 
financing of construction or renovation of 
production facilities. For a maximum 
capital expenditure of $60,000, the amount 
of forgivable performance loan would be 
25% of the approved capital costs to a 
maximum of $30,000 and up-to $2,000 for 
each new full-time job created. Financing 
for these programs is on a joint federal- 
provincial basis. Contact: Department of 
Industry and Commerce, P.O. Box 2000, 
180 Kent St., Charlottetown, Prince 
Edward Island, Canada C1A 7N8. 


QUEBEC 


Quebec Industrial Development 
Corporation (QIDC) 


QIDC offers financial assistance to 
manufacturing projects in compliance 
with the industrial policies of the Quebec 
Ministry of Industry and Commerce. 


Long-term financing of capital costs, 
reduced rates of interest and shared 
equity in manufacturing projects, are 
available. These forms of financial 
assistance are offered to most sectors of 
industry in Quebec by QIDC together 
with direct government grants offered by 
DREE’s specially-designated zone in 
Montreal. Contact: Quebec Industrial 
Development Corporation, 1126, Chemin 
Saint-Louis, Room 700, Sillery, Quebec, 
Canada® “GIS T£5. 


Quebec Ministry of Industry and 
Commerce 


An industrial financing fund to encourage 
the development of small plants through 
fiscal abatement at the accrued rate of 
25% annually and a tax rebate to 
encourage regional industrial 
development for the general industrial 
sector is available in addition to QIDC 
development assistance programs. (See 
listing above.) The costs of exporting 
Quebec-manufactured products are 
supported by interim financing. The 
ministry also contributes financially to the 
organization of trade missions, feasibility 
studies and market surveys, promotes 
manufacturing under foreign licenses, 
conducts regional labour surveys, and 
studies problems related to industrial 
productivity, at the request of potential 
investors. The ministry maintains 
permanent economic delegations in New 
York, Boston, Chicago, Dallas, Los 
Angeles, Toronto, Brussells, Dusseldorf, 
London, Milan, Paris, and Tokyo. Contact: 
Quebec Ministry of Industry and 
Commerce, Industrial Promotion 
Directorate, Place Ville-Marie, Suite 2300, 
Montreal, Quebec, Canada H3B 3M6. 


SOQUEM, SOQUIM, SOQUIP, 
SOQUIA, REXFOR 


These Quebec government-owned 
societies are involved in financial 
participation in joint ventures with 
Canadian or foreign private sector 
investors in the mining sector (SOQUEM), 
oil and gas (SOQUIP), agriculture and 
food industries (SOQUIA) and forestry 
(REXFOR). Contact: Quebec Ministry of 
Industry and Commerce, Industrial 
Promotion Directorate, Place Ville-Marie, 
Suite 2300, Montreal, Quebec, 

Canada H3B 3M6. 


SASKATCHEWAN 


Saskatchewan Economic Development 
Corporation (SEDCO) 


Provides mortgages up to 20 years, loan 
guarantees, venture capital and industrial 
land for lease or sale. Contact: 
Saskatchewan Economic Development 
Corporation, 1106 Winnipeg St., Regina, 
Saskatchewan, Canada S4R 6N9. 
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International Business 
and Investment 


he Control of Foreign Direct Investment 
in a Federation: Canadian and Australian 
Experience. Research Monograph No. 3 


Stevenson, Garth 

Sydney: University of Sydney, 
Transnational Corporations Research 
Project, 1976 


Examines the political responses to 
foreign direct investment at provincial, 
state and federal levels in the two coun- 
tries and notes the effect of greater 
regional diversity on Canadian policy. 


Multinational Manufacturing Enterprises 
and Imperfect Competition 


Parry, J. G. 

Kensington, N.S.W.: Centre for Applied 
Economics Research, University of New 
South Wales, Australia, 1977 


A study of the effects in the host country 
of international direct investment under 
conditions of imperfect competition. 


Continental Corporate Power: Economic 
Elite Linkages Between Canada and the 
United States 


Clement, Wallace 
Toronto: McClelland and Stewart Limited, 
1977 


A sociological study of a continental 
corporate elite — tabulates American and 
Canadian corporations and those who 
control them. 


_ The European Multinationals: A Renewed 
Challenge to American and British Big 
_ Business 


Franko, Lawrence G. 
Stamford, Conn.: Greylock Publishers, 
1976 


_ Describes the origins, growth and present 

_ Organizations of the largest continental 

_ European multinationals. Part of the Har- 
vard Business School project on mul- 
tinational enterprise. 


The Japanese are Coming: A 
_ Multinational Interaction of Firms and 
- Politics 


Tsurumi, Yoshi 
Cambridge, Mass.: Ballinger, 1977 


As part of the Harvard Business School 
project on multinational enterprise, this 
book examines the dimensions and 
characteristics of the recent surge in 
Japanese overseas private investment, in- 
cluding the migration of industries to 
neighbouring ‘export platforms”. 


( 


The Ethics of Corporate Conduct 


Walton, Clarence (editor) 

Englewood Cliffs, N.J.: Prentice-Hall, Inc. 
for The American Assembly, Columbia 
University, 1977 


Eight essays, prepared for the fifty- 
second American assembly in 1977 by emi- 
nent American authors, discuss business 
conduct and the moral environment with 
separate reference to ethical issues faced 
by the corporation lawyer, accountant and 
public relations manager. 


Transnational Control of Multinationals 


Hellman, Rainer 
New York: Praeger Publications, 1977 


This study of the efforts being made to 
exercise controls over multinationals 
examines both public controls — at state, 
regional, inter-regional and international 
levels — and non-governmental controls 
by workers and consumers, concluding 
that a system of regional groupings of 
states may offer the best conditions for 
transnational control. 


International Experience 
in Managing Inflation 


Greene, James 
New York: The Conference Board, Inc., 
1977. Report No. 729 


Results of a study to determine how 
managers of major national companies 
assess the threat of inflation and what 
steps they have found effective in 
counteracting the threat. Based on a 
survey of over 100 companies, the study 
focuses on Europe, United States, 
Australia, Phillipines, Mexico, Brazil 
and Argentina. 


The International Taxation 
of Multinational Enterprises 


Adams, J. D. R., and Whalley, J. 
Westport, Conn.: Greenwood Press, 1977 


An outline of the basic features of 
the tax treatment of multinational 
enterprises in Europe and the United 
States, and an evaluation of both present 
and alternative tax arrangements. 


Canada: Business, Investment, 
Government Policy 


Canadian Securities Regulation 


Johnston, David L. 
Toronto: Butterworth & Co. (Canada) 
Ltd., 1977 


A broad description and analysis of the 
principal features of securities regulation 
in Canada, including regulation of dealers, 
distribution, insider trading and take-over 
bids. 


Regional Economic Policy: The Canadian 
Experience 


Lithwick, N.H. 
Scarborough, Ont.: McGraw-Hill Ryerson, 
1978 


This book of readings attempts to es- 
tablish a theoretical rationale for regional 
policy, to indicate the policies that have 
been pursued in Canada and to assess the 
overall efficiency of those strategies. 


Policy Review and Outlook for 1978. A 
Time for Realism 


Maxwell, Judith, editor 
Montreal: C. D. Howe Research Institute, 
1978 


The fifth annual policy review focuses 
on the impact of international 
developments on Canada and on regional 
economic disparities and current 
challenges to Canadian federalism. 


Industrial Assistance Programs in Canada: 
Interpretation, Law and Regulations 


Toronto: CCH Canadian, 1977 


New edition of a practical guide to in- 
dustrial assistance programs that are 
available to Canadian industry generally, 
to specific industries or for specific pur- 
poses. 


The Role and Function of Government 
Laboratories and The Transfer of 
Technology to the Manufacturing Sector 


Cordell, Arthur J. and James Gilmour 
Ottawa: Science Council of Canada 1976 


Deals with transfer of technology from 
federal laboratories to the manufacturing 
sector in Canada, and suggests that the in- 
dustrial attitude to government research 
institutions may often lead to a failure to 
exploit research. 


What is Happening to Canada 


Gordon, Walter L. 
Toronto: McClelland and Stewart Ltd., 
1978 


Based on recent lectures by the author, 
this short book examines current 
economic and political issues in Canada, 
including the status of Quebec, foreign 
control of Canadian industry, and energy 
problems. 
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Statistical tables 
ee 
QUARTERLY TABLE | — SUMMARY 


ee 
FIGURES 


REVIEWABLE ACQUISITION CASES 


— 


1977 1978 
first second third fourth first 
quarter quarter quarter quarter quarter 
Total 41 60 80 80 79 
Industry 

Primary 3 2 11 4 5 

Manufacturing 16 27 29 36 33 

Construction and services 22 31 40 40 41 
Country of control 

United States 25 39 55 52 62 

United Kingdom 10 10 9 11 8 

Other Europe 6 5 16 14 7! 

All other —_ 6 — 3 2 
ee SS ee 
REVIEWABLE NEW BUSINESS CASES 

1977 1978 
first second third fourth first 
quarter quarter quarter quarter quarter 
Total 62 93 86 87 67 
Industry 

Primary 3 6 8 5 8 

Manufacturing 17 24 29 24 25 

Construction and services 42 63 49 58 34 
Country of control 

United States 35 48 50 51 43 

United Kingdom 5 11 6 8 4 

Other Europe 15 24 23 23 16 

All other 7 10 7 5 4 

ANNUAL TABLE 2 — OUTCOME OR STATUS 
FIGURES REVIEWABLE ACQUISITION CASES 
17st 197519761977" 
Reviewable new cases 102 166 171 261 
Carryover from previous period = 52 54 65 
Total of above 102 218 225 326 
Total resolved 50 164 160 253 

Allowed 33 116 124 231 

Disallowed 8 21 19 12 

Withdrawn 9 27 17 10 
Carried over to next period Sy 54 65 73 
Allowed cases as percent of resolved 66% 71% 78% 91% 
REVIEWABLE NEW BUSINESS CASES 

1975" 1976 1977" 
Reviewable new cases 6 196 328 
Carryover from previous period = 6 58 
Total of above 6 202 386 
Total resolved aa 144 334 

Allowed — 115 297 

Disallowed _ 9 iz 

Withdrawn = 20 25 
Carried over to next period 6 58 52 
Allowed cases as percent of resolved — 80% 89% 


"revised 


t Provisions for review of acquisitions came into force April 9, 1974. 


* Provisions for review of new businesses came into force October 15, 1975. 
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TABLE 3 — COUNTRY OF CONTROL 
REVIEWABLE ACQUISITION CASES 


Total 

United States 

United Kingdom 

Other Europe 
Belgium 
Denmark 
France 
Germany, West 
Italy 
Liechtenstein 
Luxembourg 
Netherlands 
Norway 
Sweden 
Switzerland 

All other 
Australia 
Bermuda 
Japan 
Others 


Allowed cases as percent of resolved 


United States 


United Kingdom 


Other Europe 
All other 


t Provisions for review of acquisitions came into force April 9, 1974. 


REVIEWABLE NEW BUSINESS CASES 


1974t 1975 1976 1977 
102 166 171 261 
61 116 109 171 
21 15 23 40 
15 27 34 41 
1 2 1 2 
= — a 2 
3 6 6 6 
5 2 10 15 
a 2 1 3 
2 2 = = 
=e pes B ey 
aa ) —= 4 
Hie. 1 mee _ 
a 2 9 2 
4 5 4 7 
5 8 5 9 
2 1 a 1 
2 2 3 3 
1 3 1 5 
% % % % 
65 Ua 73 91 
70 79 82 95 
71 50 86 90 
50 30 100 80 


ee a ee i a 


Total 


United States 
United Kingdom 


Other Europe 
Belgium 
Denmark 
Finland 
France 
Germany, West 
Greece 
Italy 
Liechtenstein 
Monaco 
Netherlands 
Norway 
Spain 
Sweden 
Switzerland 


All other 
Australia 
Hong Kong 
India 
Japan 
Others 


Allowed cases as percent of resolved 


United States 
United Kingdom 
Other Europe 


1975* 1976 1977 
6 196 328 
4 90 184 
-~ 22 30 
1 63 85 
— 1 eee 
-- 5 6 
— 1 1 
~— 9 17 
_ 22 26 
~ _ 1 
1 9 10 
= 2 — 
= _— 1 
— 2 3 
_ ~ 3 
—— 1 — 
_ 3 9 
_ 8 8 

1 21 29 
~ 2 3 
- 3 3 
~ 3 1 
~ 4 10 

1 9 12 
% % % 
— 73 88 
— 93 82 
_ 80 95 


All other 
—SSSSSSSSSSSssseee 


* Provisions for review of new businesses came into force October 15, 1975. 
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TABLE 4 — INDUSTRIAL SECTOR 
REVIEWABLE ACQUISITION CASES 


Total 
Primary 
Agriculture 
Forestry 
Fishing and trapping 
Mines, quarries, oil wells 
Manufacturing 
Food and beverage 
Tobacco products 
Rubber and plastic products 
Leather 
Textiles 
Knitting mills 
Clothing 
Wood 
Furniture and fixture 
Paper and allied 
Printing, publishing, and allied 
Primary metal 
Metal fabrication 
Machinery 
Transportation equipment 
Electrical products 
Non metallic mineral products 
Petroleum and coal products 
Chemical 
Miscellaneous 
Construction and services 
Construction 
Transportation, communication, utilities 
Trade 
Finance, insurance, real estate 
Community, business, personal services 


+ Provisions for review of acquisitions came into force April 9, 1974. 


REVIEWABLE NEW BUSINESS CASES 


Total 
Primary 
Agriculture 
Forestry 
Fishing and trapping 
Mines, quarries, oil wells 
Manufacturing 
Food and beverage 
Tobacco products 
Rubber and plastic products 
Leather 
Textiles 
Knitting mills 
Clothing 
Wood 
Furniture and fixture 
Paper and allied 
Printing, publishing, and allied 
Primary metal 
Metal fabrication 
Machinery 
Transportation equipment 
Electrical products 
Non metallic mineral products 
Petroleum and coal products 
Chemical 
Miscellaneous 
Construction and services 
Construction 
Transportation, communication, utilities 
Trade 
Finance, insurance, real estate 
Community, business, personal services 


1974t 1975 1976 1977 
102 166 171 261 
15 18 15 20 
2 — 2 3 
3 1 — 1 
— 1 cc 1 
10 16 13 15 
47 82 93 108 
5 10 9 15 
1 1 _ _ 
2 2 3 6 
1 1 1 _ 
2 — 2 4 
1 1 — 1 
5 6 2 5 
— 2 4 2 
1 2 1 5 
_ 3 1 2 
— 3 7 2 
2 6 12 10 
5 11 4 9 
8 6 3 5 
1 9 11 12 
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* Provisions for review of new businesses came into force October 15, 1975. 
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SETTLE LA 


ECONOMY 


New measures favoring recovery 


Addressing business audiences during 
the summer, the Minister of Finance, Mr. 
Jean Chrétien, pointed to some areas 
where new government policy has helped 
create the setting for a vigorous and 
prolonged upsurge in the Canadian 
economy and urged businessmen to take 
early advantage of the new opportunities. 


Among the measures that have been 
taken to stimulate growth, the Minister 
referred to recent corporation tax changes 
that were designed to increase business 
cash flows and to promote investment and 
employment. They comprise ircentives to 
research and development, to 
manufacturing and processing, to energy 
exploration and development and to small 
business as well as inventory adjustment, 
new treatment of dividends, investment 
tax credit and employment tax credit. In 
developing incentives, said the Minister, 
the government is seeking to provide 
maximum freedom of action and 
decision-making for the entrepreneur. 


Mr. Chrétien also noted that 
corporations in Canada pay less tax on 
average than their American counterparts. 
In Canada, corporation income tax as a 
percentage of book profits totalled 35.3% 
last year, whereas in the United States it 
was five points higher. Moreover, federal 
sales tax administration favours 
companies competing internationally, 
depreciation provisions are generous, the 
investment tax credit is applied very 
broadly and intercorporate dividends are 
treated more favourably than in the 
United States. 


Although Canada has a level of private 
investment that is higher than in almost 
every other industrialized country, said 
the Minister, ‘“Now is the time when that 
investment should be increasing rapidly, 
as a leading element in our economic 
recovery.” 


Capital spending plans 


Of the nearly $20 billion that will be 
invested in Canada this year by the 300 
largest firms, as much as $6.8 billion will 
be spent on building new plant, according 
to a study of capital spending intentions 
carried out by the Department of Industry 
Trade and Commerce. Enlargement of 
existing plant will take a further $4.2 
billion, while $3 billion will be spent on 
plant modernization and replacement. 


In the manufacturing industries the 
main thrust of the new investment will be 
on modernization and replacement of 


existing plant, whereas in non- 
manufacturing the biggest spending will 
be for new installation, largely because of 
the needs of the energy sector. 


Compared with last year, expenditure 
on modernization and replacement of 
existing plant shows the largest increase. 
It is up 38% for the manufacturing sector 
and 20.4% for non-manufacturing. 


Improved competitive position 
of Canadian manufacturers 


According to data published recently by 
the U.S. Department of Labor, the 
international competitive position of 
Canadian manufacturers has improved 
over the past ten years, largely as a result 
of the decline in the value of the Canadian 
dollar. Between 1967 and 1977 unit labor 
costs (wage costs per unit produced) 
expressed in U.S. dollars rose by only 
84.1% in Canada, substantially less than in 
other industrialized countries except the 
United States. In Japan, for example, unit 
labor costs rose by 214.7% in U.S. dollars, 
while in W. Germany they rose by 193.4%. 
By contrast the United States showed an 
increase of only 67%. 


During 1977 Canadian unit labor costs 
actually declined by 1.7% when converted 
to U.S. dollars, while those of all other 
countries increased. Again, the Canadian 
improvement was largely due to a lower 
exchange rate with the U.S. dollar. But it 
was also due in some measure to a rate of 
increase in output per hour that was 
higher than in most other countries. 
Canadian output per hour rose by 4% in 
1977 (the highest increase since 1973) 
compared with a 2% increase in the 
United States. Only Japan (6.1%) and West 
Germany (4.2%) surpassed the Canadian 
rate and their productivity gains were 
more than offset by currency 
appreciation. 


FOREIGN INVESTMENT 


Proposed uranium mining legislation 


The Canadian government has recently 
introduced legislation to ensure a high 
level of Canadian participation in uranium 
production. The Uranium and Thorium 
Mining Review Bill confirms a policy of 
limiting foreign ownership in the uranium 
industry that was first announced in 1970. 
The law would be administered by the 
Minister of Energy, Mines and Resources 
with the advice of the Foreign Investment 
Review Agency. 


The proposed law would require a 
company wishing to produce uranium in 
Canada to apply for an extraction permit 


issued by the Minister of Energy, Mines 
and Resources. Such an application would 
first be filed with the Foreign Investment 
Review Agency which would advise the 
Minister in determining whether the 
applicant is qualified. To be qualified, not 
more than 33% of acompany’s shares may 
be held by or for non-residents (with 
certain exceptions), three-quarters of its 
directors must be Canadian citizens, and 
the holding of working interests, royalty 
interests or managerial contracts by 
non-residents must not exceed limits to 
be prescribed by government regulations. 
However, in cases where the level of 
foreign equity participation exceeds 33%, 
but does not exceed 50%, the applicant 
may be deemed to be a qualified applicant 
if it can demonstrate that it is Canadian 
controlled. 


These requirements do not apply to 
companies that were already producing 
uranium in Canada as of March 2, 1970, or 
to those that were exploring for uranium 
at that date and had demonstrated a 
commercially viable deposit by March 2, 
1976. All such companies would be 
deemed to be qualified applicants. 


An applicant that fails to meet the 
criteria for qualification will still be able to’ 
apply for a permit on the grounds that the 
proposed project would be of significant 
benefit to Canada, but the Act specifies 
that where the level of foreign ownership 
exceeds 50% the proposed project is 
deemed not be of significant benefit. If 
the level of foreign ownership does not 


exceed 50%, and the Minister concludes 


that the project is of significant benefit 
then the Governor-in-Council may 
authorize that an extraction permit be 
issued. 


Extraction permits may be for a period 
of up to 10 years in the first instance and 
may be renewed, subject to the same 
requirement, for up to 5 years. 


The proposed legislation, which applies 
only to uranium and thorium extraction, 
would not affect uranium exploration by 
foreigners. 


INVESTMENT 


The capital market 


} 


According to a survey carried out by the 
brokerage firm, Wood Gundy Limited, tote 
debt financing for the first five months o' 
this year was $8.6 billion, compared with | 
$8.3 billion for the same period last year. 
The most active participant was the federi 
government, which increased sharply its — 
borrowing to $3.6 billion. The provincial 
governments, meanwhile, have borrowe’ 
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$2.8 billion, about the same as in the first 
five months of last year. Corporate 
borrowing was $1.7 billion, a reduction of 
a full $1 billion from the same time period 
of 1977. 


New offerings of common shares, up 
until the end of May, 1978, amounted to 
$100 million, a slight increase over the 
1977 figure. However, new offerings of 
preferred shares declined substantially 
from $960 million for the first five months 
of 1977 to $720 million for the first five 
months of 1978. 


According to Mr. C. E. Medland, 
president of Wood Gundy Limited, capital 
requirements in 1979 will be similar to 
those being experienced this year. There 
will be continued substantial capital needs 
by the federal government but only light 
capital needs by the private sector. 
However, there should be an increase in 
the offering of both common and 
preferred shares by corporations. He 
added that capital spending will not pick 
up sharply until 1980, when construction 
begins on the gas pipeline from Alaska 
and several other large energy projects. 


BUSINESS 


Aid program to small businesses 


__ Mr. Tony Abbott, Minister for Small 
Business, recently announced a series of 
federal government measures designed to 
improve the environment for small 
businesses. One of the most significant 
steps is a reduction in the tax burden 
placed upon small businesses. For 
example, the 11,000 manufacturers in 
Canada wilh sales of less than $50,000 
annually will now be exempt from federal 
sales tax. Also, the frequency of filing 
federal sales and excise tax returns has 
deen reduced, lowering administrative 
costs for approximately one-half of 
Canada’s small business manufacturers. 
Jther changes include a tax free transfer 
of small business holdings between 
3enerations of a family and the deduction 
of capital losses against income from any 
source, rather than only against capital 
zains. 


_ Mr. Abbott also announced several 
other incentives. In certain circumstances, 
he federal government will now pay 50% 
of the first year’s wages of a recent 
Iniversity or college graduate hired by a 
‘mall business. In the increasingly 
Mportant area of research and 
levelopment, small business will now 
lave better access to government and 
dustrial research centres. The federal 
/overnment is also able to encourage 
mall businesses through its pu rchasing of 
upplies and services. Small businesses 
vill be obtaining more government 
ontracts and large suppliers will be 


‘couraged to sub-contract out to small 
rms, 


In addition, Mr. Abbott made public a 
discussion paper on equity financing for 
small business in which it is 
recommended that a small business 
investment company mechanism be 
established. The role of these investment 
companies, licensed by the government, 
would be to provide equity and equity- 
related financing to small businesses. 
They would be supported by the 
government through, for example, tax 
incentives and guaranteed leverage. For 
instance, debt securities could be 
guaranteed up to 90% by the federal 
government. According to the discussion 
Paper, any comprehensive approach 
adopted by the government to encourage 
small business equity financing must both 
involve the private sector and recognize 
the need for government support. 


ENERGY 


Development of renewable energy 


The federal government will spend $380 
million over the next five years to develop 
renewable energy sources. Alastair 
Gillespie, Minister of Energy, Mines and 
Resources announced recently two 
separate packages — one involving solar 
energy and the other involving forest and 
other waste energy — which will 
encourage the substitution of renewable 
energy sources for non-renewable ones. It 
is hoped that, by the year 2000, as much as 
10% of Canada’s energy needs will be met 
by renewable sources. 


Four separate programs make up the 
solar energy package. The largest, in 
dollar terms, is a program which will make 
available $125 million in the next five years 
for the preferential purchase of 
Canadian-made solar space and water 
heating equipment for new federal 
buildings. The second program offers 25 
grants of $10,000 to firms to prepare solar 
equipment design proposals. After these 
proposals have been assessed, up to 10 
further contributions will be made of 
$200,000 to $300,000 each for further 
design and development. The third 
program offers $350,000 in prize money to 
winners of national competitions to 
encourage more energy-efficient design. 
Particular emphasis will be placed on use 
of passive solar techniques. The fourth 
program will provide substantial funding 
for solar research, development and 
demonstrations. For example, $114 million 
has been allocated for the demonstration 
of novel technologies or applications to 
be administered under cost-sharing 
arrangements with the provincial 
governments or the private sector. 


The forest and other waste energy 
package has three major components. 
First, the Canadian government will make 
available $143 million to the forest 
producers to use wood wastes as a fuel 


source instead of oil or gas. The second 
component involves the guaranteeing of 
loans, worth a total of $150 million, to 
assist in establishing electrical generating 
facilities using biomass as the energy 
source. The third component involves the 
expansion of research, development and 
demonstrations. Approximately $40 
million will be available to help fund 
research projects and demonstrations in 
this area. 


INDUSTRIES 


Industrial restructuring and the 
establishment of a redeployment fund 


In a report on relations between Canada 
and the developing countries, the 
Economic Council of Canada 
recommended the creation of an 
industrial adjustment and redeployment 
fund, totalling some $4 billion, and the 
creation of acomprehensive joint regional 
development strategy. These actions 
would permit the restructuring of those 
industrial sectors which are threatened by 
the increased importation of goods from 
the developing countries. This 
restructuring would take place in 
response to a progressive reduction of 
tariff and non-tariff barriers, based ona 
fixed schedule, for products in which the 
third world countries possess an 
appreciable comparative advantage — 
textiles, clothing, leather goods, certain 
segments of the electrical and electronics 
industries, toys, and sporting goods. The 
redeployment fund would be used to 
assist these industries in need of help. 


According to the Economic Council, the 
transfer of certain industrial activities to 
low-wage countries is a world-wide trend, 
impossible for Canada to ignore. 
Therefore, it is the responsibility of 
Canadian governments to adapt industrial 
production in line with the present 
international realities. The Council states 
that much of Canadian production is 
concentrated in those industries which 
will be experiencing high unemployment, 
increased costs and greater foreign 
competition, thus placing a substantial 
burden on the Canadian economy. The 
policy proposed by the Council is that the 
Canadian government assist these 
industries towards rationalization and 
consolidation so that they will be in a 
better position to compete in world 
markets. These changes, which could 
require a period of 15 years to complete, 
would be financed by the redeployment 
fund. A maximum of 250,000 workers, or 
about 15% of the industrial work force, 
could be affected. 


Aware of the hardships that could occur 
by the elimination of tariff and non-tariff 
trade barriers in these industries, the 
Council recommends that no significant 
action be taken until the unemployment 
situation improves. 


FOREIGN INVESTMENT REVIEW, AUTUMN 1978/PAGE 3 


New incentives for 
industrial research 
and development 


by John Coleman 
and Frank Swedlove 


John Coleman is a policy analyst with the 
Industry Branch of the Ministry of State for 
Science and Technology. Frank Swedlove is an 
economist and policy analyst with the Research 
and Analysis Branch of the Foreign Investment 
Review Agency. 


A major new program of incentives for 
research and development was 
announced recently by the Canadian 
government — and comes on top of 
several new or improved incentives 
introduced in the past 12 months. The 
total package of current incentives makes 
Canada one of the most generous of all 
countries in its financial support for 
research and development. 


The offering of R & D incentives is, to 
some extent, an expression of 
faith — faith that the business community 
will respond with enthusiasm and 
effectiveness. It is a greater gamble for 
Canada to offer R & D incentives than for 
almost any other industrial country, 
mainly because of the exceptionally high 
degree of foreign ownership in Canadian 
industry. 


The nature of the R & D carried out by a 
foreign-owned subsidiary is determined 
to alarge extent by its relationship with its 
parent. Different intracorporate R & D 
policies and relationships lead to great 
variations in types of R & D activities on 
the part of subsidiaries and in types of 
economic benefits and spinoffs in the host 
country. From the Canadian government's 
standpoint, the success of its R & D 
incentives will depend crucially on 
whether they foster the “right kinds’’ of 
corporate relationships and activities. This 
important question of the ‘‘right kinds” of 
parent-subsidiary R & D relationships is 
discussed below in detail. 


The Canadian economy appears to 
need, with growing urgency, a stimulus to 
industrial change. Canada’s low-skill, 
labour-intensive industries have been 
under increasing pressure from producers 
in other countries. The pressure is likely 
to continue to grow, especially if the trend 
towards freer world trade continues. It 
will become steadily more necessary and 
urgent for resources to shift out of 
low-skill, labour-intensive activities into 
technology-intensive, skill-intensive 
activities. This is particularly true if a 
sufficient number of suitable jobs are to 
be created for the country’s growing and 
increasingly well-educated labour force. A 
substantial increase in industrial research 
and development could well be the 
much-needed stimulus to industrial 
change. 


A study done recently in the United 
States shows that high-technology 
manufacturing industries in that country 
perform much better than low-technology 
manufacturing industries in virtually all 
respects, such as in terms of production, 
employment, and productivity growth and 
in terms of price stability. (Roger Brinner 
and Miriam Alexander, The Role of High 
Technology Industries in Economic 
Growth, a report prepared for the General 
Electric Corporation, March 1977.) For the 
period 1950-74, high-technology 
industries compared with low-technology 


industries showed annual average 
production growth of 6.7% compared with 
2.3%, employment growth of 2.6% 
compared with 0.3%, productivity growth 
of 4% compared with 2%, and price 
increases of 0.5% compared with 3%. 
Canada’s Ministry of State for Science and 
Technology has been conducting a study 
comparing high-technology and 
low-technology industries in this country, 
and the findings are very similar to those | 
in the U.S. study. 


Canada ranks quite low in R & D 
spending by comparison with other 
industrial countries in the western world. 
While Canada spends about 1% of its 
gross domestic product on R & D, the 
United States spends 2.3%; Switzerland, 
2.2%; West Germany, 2.1%; France and 
Sweden, 1.8%; and Japan, 1.7%. Not 
surprisingly, these high investors in R & D. 
are the leading countries, economically, 
in the world.The Canadian government _ 
expects that R & D spending in Canada will! 
rise to 1.5% of gross domestic product by, 
1983. | 


Another figure which concerns the | 
government is that only 40% of all R&D | 
spending in Canada is done through the © 
business sector. In the previously | 
mentioned other countries as a group, the’ 
business sectors account for over 60% of | 
total R & D expenditures. Switzerland 
leads all countries at 77%. The Canadian _ 
government expects that, by 1983, 
business firms will account for a greatly 
increased proportion of all R & D 
expenditures in Canada. | 


If Canada succeeds in fostering the 
“right kinds’’ of corporate relationships 
and activities among foreign-owned firms: 
not only will more research be done in 
Canada, but so will a higher proportion 0" 
the innovation and other developments | 
that generate production and jobs. A | 
particularly important result would be an’ 
increased freedom and vigour in | 
exporting by subsidiaries and a significar | 
narrowing of Canada’s trade deficit in 
high-technology products. A recent 
government study finds that Canada’s 
trade deficit in high-technology product: 
has been widening steadily and amounte 
in 1976 to $2.6 billion. (Canadian Trade I! 
Technology-Intensive Manufactures 
1964-1976, an internal report by the 
Ministry of State for Science and 
Technology.) 


Parent-subsidiary | 
R & D relationships | 


) 
Parent-subsidiary R & D relationships 
can be categorized into four types. In | 

some cases, only one of the types of 

relationship exists between the parent at 
the subsidiary. But it is also possible for 
more than one type, and for all four, to 
occur simultaneously between a parent 
and a subsidiary. While each type offers’ 


\ 
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some benefit to Canada, two of the four 
types clearly have more of the elements to 
make them the “right kinds’’ from the 
country’s standpoint. Let us look at each 
type of relationship in some detail. 


1) Adaptation for local market 


In this situation, the subsidiary’s R & D 
laboratory acts primarily as a centre to 
adapt products or production technology 
for the Canadian market. This is probably 
the most common kind of parent- 
subsidiary R & D relationship in Canada, 

as noted and discussed in H. Crookell and 
_L. Wrigley’s article concerning innovation 
and ownership. (“Canadian Response to 
Multinational Enterprise’, Business 
Quarterly, University of Western Ontario, 
_ Spring 1975.) In the case of production 
technology, new processes or equipment 
are adapted to the specific needs of the 
Canadian operation. This is often quite 
significant, because the Canadian 
subsidiary often has much shorter 
production runs than its parent. Adapting 
of the process or equipment, sometimes 
_in quite ingenious ways, may largely offset 
the disadvantages of short production 
runs. 


| 
| 


__ Also, the end product may be adapted 
So as to better suit Canadian needs and 
tastes or to meet different Canadian legal 
‘standards. An example of the latter 
situation occurred in the early 1970s when 
Canada introduced legislation for 
environmental purposes requiring lower 
phosphate levels in laundry detergents. 
Lever Brothers Limited in Toronto, a 
subsidiary of Unilever Limited of the 
United Kingdom, needed to change the 
composition of the detergent so as to 
lower the phosphate level while 
maintaining the overall quality of the 
‘product. This research and recomposing 
were done entirely by the Canadian 
‘subsidiary. 


While process and product adaptation 
ican mean improved efficiency and more 
market-suited end products, this kind of 
research and development may not be as 
beneficial to Canada as some of the other 
types. First of all, Canadian personnel and 
facilities are used at only the end of the 
R & D process, rather than also at earlier 
stages. Secondly, the finished product will 


} 


probably be for only the domestic market, 


because in these cases the possibilities of 
exporting are slim. 


2) Integrated satellite laboratory 


Here the control of the Canadian 
Subsidiary’s R & D program is located with 
the parent firm. The parent directs its 
international subsidiaries to perform types 
of R & D which can be integrated with that 
being performed in the central 
laboratories. Often the parcel of R & D 
assigned to each subsidiary is chosen to 
Match certain of the skills held by that 
subsidiary. 


In this relationship there is a very high 
degree of coordination between the 
subsidiary and the parent. Normally the 
results of the subsidiary’s R &D are 
returned to the parent and so, as in the 
adaptation relationship, there is little or 
no opportunity for the subsidiary to 
increase its exports. However, the 
satellite-laboratory relationship generally 
involves a greater variety of Canadian 
technical people than does the 
“adaptation” relationship — and 
generally leads to a greater and more 
varied development of Canadian 
expertise. 


The satellite-laboratory relationship can 
involve a substantial commitment by the 
parent company to the performance of 
R & Din Canada. For example, the IBM 
Canada laboratory has been in operation 
since 1967 and today employs over 300 
people, more than 60% of them university 
graduates. The assignment of 
development projects to the IBM Canada 
laboratory is coordinated with the 
activities at the international head office 
and at other subsidiaries so as to avoid 
duplication of development effort. 
Assignments are based on the facilities 
and skills of each laboratory. 


The contributions of IBM Canada’s 
research and development to Canada 


have been quite large. For example, the 
company has created software for the 
implementation of the on-line banking 
that links bank branches to central 
computers for updating customer's 
accounts. Other software developments 
include techniques for increasing the 
productivity of computer programs and 
for widening the usability of programing 
systems. The company has, as well, made 
several advances in hardware 
development, especially in such products 
as data entry devices, banking terminals, 
and special purpose processors. There 
have even been some Canadian 
production and exporting benefits 
resulting from the R & D in Canada. One 
example is the off-track betting system 
developed in the IBM Canada laboratory 
and manufactured in the Canadian plant 
for export to a number of customers in 
Australia. 


3) Selected international 
product mandates 


In this case, the parent company assigns 
to the subsidiary exclusive responsibility 
for all aspects of the research and 
development in one or more product 
lines. This type of arrangement offers 
substantial benefits to Canada. Expertise is 
developed in all stages of the R & D 


Details of Incentives for R & D 


On June 1, 1978, the Canadian 
government announced a new program to 
increase its expenditures by $28.7 million 
in fiscal year 1978/79 to strengthen and 
encourage R & D in Canada. Most of this 
increase is earmarked for industrial R & D 
and adds to the broad range of existing 
incentives. The overall incentives package 
is described below. 
© Tax measures to encourage R & Din 
Canadian industry include the 
already-established 100% write-off of 
business expenses, defined to encompass 
all current and capital expenditures for 
R & D. Since April 1, 1977, these R & D 
expenditures have also been eligible for a 
5-10 percent investment tax credit. An 
additional measure, announced in the 
budget of April 10, 1978, allows companies 
to deduct from taxable income, over a 
ten-year period, a further 50% of those 
current and capital scientific expenditures 
for a given year that exceed the average 
R & D expenses incurred in the preceding 
three-year base period. 
© Grant programs relating to industrial 
R & D include those of the Innovation 
Panel of the Enterprise Development 
Program, which provides assistance for 
innovative projects; the Industrial 
Research Assistance Program, which 
provides salary assistance for industrial 
research projects; the Program for 
Industry/Laboratory Projects, which funds 


research projects transferred from 
government laboratories to industry; the 
Scientific and Technical Employment 
Program, which underwrites the salaries 
of scientists and technicians working on 
research projects for industry; the 
Defence Industry Productivity program; 
and others. These programs are part of the 
Canadian government's $275 million 
support of industrial R & D in the current 
fiscal year. (A booklet describing most of 
these programs is available under the title 
Canadian Federal Government Services to 
Business from the Department of 
Industry, Trade and Commerce, 235 
Queen Street, Ottawa, Ontario, K1A 0HS5.) 
@ Other new measures to support 
industrial R & D include an extension to 
the National Research Council’s Technical 
Information Service, which already 
provides technical advice to industry and 
will now provide engineering students for 
short periods of time to help solve 
technical problems; Canadian Patents and 
Developments Limited, which will be 
acting as a clearing house for the transfer 
of technology from government to 
industry; creation of several Industrial 
Research and Innovation Centres at 
universities; development of six Regional 
Centres of Excellence for research in 
projects that are of national concern; and 
others. 
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process. A great variety of challenging 
jobs are created for Canadian scientists, 
technicians, and engineers. Moreover, 
where economically feasible, the 
exclusive rights given to the subsidiary for 
carrying out R & D may be extended to 
include worldwide sales and production 
chartering rights. This can mean large 
increases in Canadian employment and 
exports and can generate wide secondary 
effects throughout the Canadian economy 
and society. 


There are numerous examples of 
international product mandates in 
Canada. Worthington Canada Ltd. of 
Brantford developed, with government 
grant assistance, a new line of slurry 
pumps which they market exclusively 
worldwide. Pratt and Whitney Aircraft of 
Canada, a subsidiary of United 
Technologies Corporation, was given the 
entire corporate mandate for developing 
small gas turbine engines and the 
responsibility for marketing these engines 
internationally. Du Pont of Canada Ltd., a 
subsidiary of E.1. du Pont de Nemours of 
the United States, has been responsible 
for almost all of the development of the 
technology for polyethylene film and 
nylon film and for the manufacture and 
sale of these products in Canada and 
abroad. 


4) Full autonomy 


In this case, the subsidiary is free to 
carry out R & D as it sees fit. This type of 
relationship gives the subsidiary a great 
deal of opportunity to be truly innovative. 
Expertise is developed throughout the 
R & D process across a range of lines. The 
possibilities for worldwide production- 
chartering and exports are, of course, 
excellent. It is rare for the 
parent-subsidiary relationship to start in 
this form, but it sometimes evolves to this 
form as the subsidiary matures. 


This is what occurred with Union 
Carbide Ltd., a subsidiary incorporated in 
1922 by Union Carbide Corp. of the 
United States. In 1975 a major policy 
change was introduced. The Canadian 
subsidiary acquired the mandate to carry 
out research and development on any 
product as it wished and to produce and 
market it internationally. 


Another good example of relatively 
autonomous R & D is the case of 
Ferranti-Packard Ltd. Of Toronto, a wholly 
owned subsidiary of Ferranti Ltd. of 
Britain. W.L. Hetherington, the president 
in Canada, states: ‘‘The Canadian 
company has its own research program. 
We research, develop, design, 
manufacture and market, worldwide, our 
own products. There is very little overlap 
of U.K. and Canadian products, but where 
there is — in medium-size power 
transformers, for example — we compete 


IBM Canada’s laboratories have perfected a new banking terminal which links bank branches toa} 


central computer. Shown here is a passbook printer which updates customer accounts. 


with each other. This competition takes 
place principally in the U.S. market.” 


From the discussion above, it is evident 
that the amount of benefit accruing to 
Canada depends a good deal on the type 
of R & D relationship between the foreign 
parent and its Canadian subsidiary. 
Generally, the full autonomy type of 
relationship offers the most benefit, 
allowing the subsidiary to pursue and 
demonstrate its creative potential, to gain 
experience at all levels of the R & D 
process, and to produce and export the 
fruits of its endeavours. The R & D 
relationship that gives to the subsidiary 
selected international mandates is the 
second most beneficial type. It allows for 
all the advantages of autonomy, except 
that it restricts the autonomy to a few 
specific products. This limits the creativity 
possible within the subsidiary. It also 
tends to limit the subsidiary’s ability to 
pursue spinoff product opportunities and 
to diversify into other technology- 
intensive businesses. 


Meanwhile, the integrated satellite 
laboratory approach may involve large 
expenditures on R & D in Canada, but 
offers limited benefits with respect to 
production and especially to exports. 
However, in some industries where 
product lines are not easily divisible and 
the need for coordination among the 
research units is substantial, this kind of 
approach may be the only realistic choice. 
The R & D relationship offering the least 
number of benefits is the ‘‘adaptation” 
type. While some efficiencies in 
production may occur, this type generally 
offers very few new production and no 
export opportunities, involves relatively 
small outlays of funds, and generates 
expertise in only a narrow phase of the 
R & D process. 


The kinds of intra-corporate R & D 
policies that the Canadian government 
would most like to see are, of course, 
those in which the Canadian operation 
has a high degree of autonomy in its 
decision-making. Meanwhile, the granting 
of some or complete R & D autonomy by) 
the parent company to the subsidiary is 
not necessarily a one-way street. The 
multinational corporation as a whole may) 
benefit by allowing more R & D autonomy, 
to its Canadian subsidiary. Autonomy 
encourages the subsidiary to be more 
creative and to show more initiative in the: 
developing and marketing of any new 
product. This enthusiasm can mean | 
increased profits for both the subsidiary _ 
and the multinational corporation, as wel: 
as benefits to Canada through growth of © 
expertise, employment, production, and | 
exports. | 


The conventional wisdom that argues | 
for centralization of a multinational 
company’s R & D function and its strategic 
planning for products and markets does 
not always apply. For example, while a | 
desire for close interaction betweena 
firm’s R & D group and its policy plannin: 
body tends to foster a notion that a . 
“‘research-push” strategy is generally 
appropriate, the reality is that in many 
industrial situations a ‘‘market-pull’”’ | 
approach to product innovation is more 
sensible. Or, in industrial situations in 
which advanced process — as distinct | 
from advanced product — technologies — 
are critical factors for achieving success, | 
is often more logical to placeR & Din 
proximity to manufacturing centres than’ 
in proximity to corporate headquarters. | | 
many circumstances of these kinds, ther 
are sound reasons to diverge from 
tendencies to centralize R & D and the | 
decision-making responsibility for 
products. 


| 
I 
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Foreign investment review process 


—————————————————————————— oo .1o 


When the Canadian government 
assesses an investment proposal that is 
reviewable under the Foreign Investment 
Review Act, one consideration (where it is 
relevant) is the investor's R & D plans for 
the Canadian business. Among the 
elements which the government looks for 
in the investor’s R&D plan are that: 

@ research and development will be 
carried on in the Canadian company or 
possibly contracted out to other 
Canadian institutions; 

@ the Canadian company will be allowed 
to explore to the greatest possible 
extent any new high-technology 
product opportunities that might arise 
from its Canadian research and 
development; 

@ the Canadian company will be allowed 
to manufacture and market, ona 
worldwide basis instead of just in 
Canada; the technologically advanced 
products it initiates; 

@ the Canadian company will be assigned 
the exclusive corporate responsibility 
for research, development, 
manufacturing, and worldwide 
marketing of specific high-technology 
products or product lines; 

@ the Canadian company will be allowed 
to diversify into other technology- 


intensive businesses in Canada; 

@ technology-intensive Canadian service 
industries — such as computer 
services, geological consulting, aerial 
surveying, or ocean engineering — will 
be employed whenever possible. 


Of course, it is by no means always 
possible for the investor to offer the 
“ideal” intra-corporate R & D policy 
towards the proposed Canadian 
operation — and an acceptable case can 
often be made for one of the other 
relationships. Also, it should be 
remembered that benefits to Canada 
which stem from research and 
development are only one area of possible 
benefits and that other kinds of benefits 
too are important in the assessment. 


In any event, the Canadian environment 
is in many respects a very suitable one for 
R & D activity. As mentioned earlier, the 
government's tax incentives and grant 
programs make the financial 
considerations for investors among the 
most attractive in the world. In addition, 
Canada has a well-developed 
infrastructure, including extensive 
contract laboratory facilties and related 
services. There are eight provincial 
research organizations, eight specialized 


industrial research associations, nine 
centres of advanced technology, and ten 
industrial research institutes. As well, 
Canada has one of the world’s most highly 
educated populations and an excellent 
communications network. 


In short, the Canadian government sees 
the domestic environment as very 
conducive to R & D activity, sees its 
financial incentives for R & D as 
exceedingly generous, and expects that 
more of the ‘‘right kinds” of R & D 
relationships will be established in 
Canada. An R & D relationship that is 
compatible with the realities of the 
industry and, at the same time, allows as 
much autonomy as possible to the 
subsidiary is seen to offer maximum 
potential benefits to Canada. For its part, 
the subsidiary will develop more Creativity 
and business initiative and be better able 
to exploit the increasingly numerous new 
technological opportunities. It should 
thus grow more rapidly and be more 
resistant to obsolescence. This, in the 
long run, is apt to mean higher profits for 
both the Canadian operation and the 
multinational corporation. 


‘esearch carried out by eng. 
ith a unique transmission. 


ineers within its Longueuil plant in Québec enabled Pratt and Whitney Aircraft of Canada to market this turboprop engine 
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Investment 
opportunities and 
prospects in the 
Atlantic provinces 


by Lyndon Watkins 


Lyndon Watkins, a free-lance journalist who 
lives in Halifax, Nova Scotia, has specialized in 
writing about economic and other 
developments in the Atlantic provinces. 


Many foreign investors, when they 
think about Canada, have in mind a 
country stretching from Montreal to 
Vancouver, dominated by the industrial 
might of Ontario and the oil wealth of 
Alberta, and all of it conveniently close to 
the big markets of the United States. This 
impression is a pity because not only does 
it deny geographical reality, it runs 
contrary to sound investment sense. 


Canada has trading ties with many more 
countries than the United States. It is well 
positioned to serve them and has the 
transportation links to do so. Moreover, 
the country doesn’t begin at Montreal and 
end at Vancouver. Still waiting to be 
discovered by many overseas investors is 
Atlantic Canada — the four provinces of 
Newfoundland, Nova Scotia, Prince 
Edward Island, and New Brunswick. 


This region of rich natural resources 
covers 210,000 square miles, has a 
population of 2.2 million, produces a 
gross domestic product of $11.2 billion, 
and generates $4 billion of annual retail 
consumer demand. 


With six major ports and two 
international airports, the region is the 
interface for nearly 40% of Canada’s 
external trade. It’s the country’s chief 
source of fish. It’s potentially a big 
producer of oil and gas. Fifteen percent of 
Canada’s non-fuel mineral output and 
12% of its forest products are produced 
there. It contains some of the world’s 
largest hydro-electric developments. It’s 
long been a centre of shipbuilding and of 
steel, coal, and iron ore production. It has 
a rapidly expanding manufacturing base 
nurtured by vigorous industrial research 
and development. 


Atlantic Canada’s human resources are 
equally well developed. The population is 
mostly old stock Canadian of both English 
and French language groups. By nature 
the people are conservative, but not 
overly cautious; enterprising, but not 
reckless. They form a mature, stable 
society with a distinctive, regional cultural 
identity. Atlantic Canada feels its time has 
come to take a larger part in national 
economic development. It is looking to an 
expansion of its resource industries, a 
strengthening of secondary 
manufacturing and service sectors, and 
further rapid increases in the use of high 
technology to foster industrial 
development. 


Naturally the region is also out to 
maximize the advantage of its geographic 
location on the Great Circle shipping 
route, a location well placed both to 
export goods and to bring in commodities 
for further processing. Consideration is 
being given to the creation of free-port 
industrial parks for the assembly or 
further processing of export cargo. 


The region has attracted such 


multinational companies as Michelin and 
Volvo, who are taking advantage of its 
accessibility from overseas to bring in 
parts and materials for the North 
American production of their products. 
Smaller companies like Optyl Canada Ltd., 
the New Brunswick subsidiary of an 
Austrian spectacle manufacturer, are also 
finding they can effectively serve 
international markets from the region. 


For some industries, such as pertoleum | 
refining, the region’s principal attraction 
is its abundance of ice-free, deepwater 
ports. These ports are also why plans are 
now being made for strategic oil storage 
and for the import, processing, and 
pipeline distribution of liquified natural 
gas. 


Ocean a bright hope 


Three of the four provinces are 
collectively known as “The Maritimes’. 
While some people regard the term as a 
misnomer, the ocean actually does have a 
very great influence over the entire | 
economic life of the region. There is a 
renaissance of the fishery, a hope of 
renewed offshore oil and gas exploration, . 
and a strong regional dedication to ocean ] 
science and engineering. 


About 150 wells have been drilled off 
the coast. So far, oil and gas have been 
found in less than commercially 
exploitable quantities. But the search 
continues, funded mostly by Canadian, 
U.S., French, and British companies. A 
federal-provincial dispute about 
jurisdiction over the resource led to a 
cooling off in the pace of exploration. But) 
with some of the doubts resolved, drilling 
is underway again off Nova Scotia and will 


resume off Newfoundland in 1979. | 


The Newfoundland waters appear to 
offer the best hope of success, along with 
the greatest technological challenge. 
When Shell Canada Resources begins its | 
planned nine-hole program 175 miles | 
northeast of St. John’s next year, it will be: 
drilling in water depths of about 5,000 
feet — one of the greatest depths at 
which drilling has ever been attempted 
anywhere in the world. Here and in the 
Labrador Sea, there is the additional 
hazard of iceberg encroachment. But with 
both a considerable level of exploration 
activity and a brightening prospect of 
significant finds, the oil and gas industry 
offers both immediate opportunities for | 

| 
i 


shoreboard support industries and a 
long-range prospect of large, integrated 
economic developments. 


Both foreign and domestic industry 
have been involved. Hawker 
Siddeley Canada Ltd. built seven 
semi-submersible drilling rigs and a drill — 
ship at its Halifax Shipyard. Plans are being 
considered for construction of concrete | 
production platforms on the west coast 0" 
Newfoundland. The region is a major 


FOREIGN INVESTMENT REVIEW, AUTUMN 1978/PAGE 8 i 


! 


Tee BIS BUI 


There will be a substantial increase in oil exploration 


cement producer and has the shore-based 
resources and suitable harbour facilities to 
make such construction attractive. 


Traditional fishing industry has 
huge new potential 


There is no doubt about the new 
opportunities offered by the fishing 
industry. Seriously weakened by years of 
over-exploitation, the industry is making a 
strong comeback. With international 
conservation measures and with the 
imposition, in January 1977, of Canada’s 
200-mile offshore economic zone, some 
fish stocks in the water have begun to 
recover. Corporate profitability has for the 
most part been restored after several years 
of losses and a need for federal price 
support. 


_ The industry, which employs about 
39,000 fishermen and 16,000 plant 
workers, processed about $700 million 
worth of fish last year. About 65% of 
production has traditionally gone to the 
United States. But with that country now 
re-establishing its own fishing industry, 
Canadian companies are actively 


developing new markets in Europe and 
lapan. 


__ In 1977 the Canadian catch of Atlantic 
‘infish species amounted to 785,000 tons 
dut of a total catch by all nations of about 
1.3 million tons. With increasing stocks, a 
dotential catch of 1.7 million tons is 
orecast for 1985 and Canada can expect to 
larvest much of that potential. 


_ Because of the ravaging effects of 
>revious over-exploitation, the federal 
30vernment is hesitant about allowing too 
arly a major expansion of the domestic 


> = 
OF ee ee 
x 2 a as, = 


2 


Me 


fishing effort. But by the mid 1980s, annual 
landings should be close to the projected 
sustainable level. 


The opportunity for expansion of the 
Canadian fleet will vary greatly depending 
on the species caught. While federal 
authorities judge that the existing fleet is 
adequate for the expected recovery of 
groundfish landings up to 1985, the 
volume of new species to be caught will 
call for some increase in the number of 
vessels and considerable improvement in 
technology. Furthermore, a large 
investment will be needed within the next 
few years for vessel replacement, since 
many units of the existing fleet will soon 
have reached the end of their useful life. 
The two biggest of the fishing provinces, 


on the Atlantic coast during the next few years. 


Nova Scotia and Newfoundland, have 
proposed a $910-million fleet expansion 
and replacement program. New 
Brunswick has proposed a somewhat 
smaller one. 


The consensus within the government 
and the industry is that Canadians should 
retain effective control over the resource 
and its use. But there is a willingness, 
particularly on the part of the provinces, 
to entertain a limited degree of foreign 
participation. Because fishing joint 
ventures have not always been successful 
elsewhere, Canada is likely to look at such 
proposals closely and is unlikely to 
entertain proposals that would involve 
surrendering control over the harvesting 
or processing of the fish. 


Other kinds of cooperation are 
possible, however, and to some extent 
they have already taken place. Several 
Canadian fishing companies have leased 
foreign freezer trawlers to gain technical 
experience and greater knowledge about 
the catching and processing of unfamiliar 
species of fish. Other kinds of 
cooperation have involved new market 
penetration, and this could extend into 
product and packaging innovation. 


Both Atlantic provinces and the fishing 
industry see the need for some outside 
capital and technical and marketing input. 
The most appropriate vehicle for 
obtaining them is seen by some observers 
to be a limited degree of foreign equity 
participation. The federal government, 
meanwhile, is concerned to ensure a high 
degree of Canadian control in the 
industry. 


Thus, for instance, controversy 
Surrounded a recent proposal for 
Nordsee, the West German subsidiary of 
Unilever NV of Holland, to gain a 51% 
interest in Ocean Harvesters Ltd. of 
Newfoundland. 


Photo: DREE 


Replacement and renovation of the fishing trawlers will increase the capacity of the Canadian fleet. 
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Industry feeling, as expressed by the 
president of one of the country’s largest 
fish companies, is that a 25% foreign 
equity position in some companies might 
not be inappropriate. ‘But I think it would 
be unwise for overseas investors ever to 
expect to gain more than 50%,” he said. 


Even under constraints of the kind 
mentioned, the investment potential for 
foreign investors still seems quite 
considerable. The east coast fishing banks 
are among the most productive in the 
world. Once replenishment of fish stocks 
has taken place, some experts believe, 
there will be a need for some large new 
Canadian fishing vessels. This suggests 
opportunities not only in fishing, but also 
in shipbuilding. 


While the shipbuilding industry has 
been experiencing a difficult time in 
eastern Canada as in the rest of the world, 
better days seem to lie ahead. 


Among the region’s other resource 
industries, mining is another that has a 
bright future. Although it has not, of 
course, escaped the chilling effects of 
reduced world demand and lower metal 
prices, the outlook in these respects 
appears to be brightening. 


Mining and energy 


Total non-fuel mineral output in the 
four provinces last year was about $1.2 
billion, the leading product being iron ore 
produced in northwestern Labrador. 
Within a decade, output could easily rise 
above the $1.5-billion mark. 


Foreign participation in the industry is 
considerable. Investors seem satisfied that 
provincial attitudes are reasonable in 
regard to taxes and royalties and in not 
being too insistent upon local processing. 


Even with the weak international 
demand situation, all four provinces have 
been enjoying a considerable exploration 
boom, and two new mines have recently 
been committed for development. One is 
in New Brunswick, where Potash Co. of 
America has announced a $106-million 
potash development. The other is in Nova 
Scotia, where Imperial Oil Ltd., Exxon 
Corporation’s Canadian subsidiary, is 
planning a $26-million, 1,500-ton-a-day 
zinc-lead mine. In addition in Nova Scotia, 
the Yava lead deposit is attracting the 
interest of Barymin Explorations, to the 
extent that a milling plant has been 
purchased and further financing is being 
sought. 


With several other potash prospects 
under evaluation in New Brunswick, the 
province could emerge as an important 
new Canadian source of the mineral and, 
in time, account for up to 20% of total 
domestic output, currently above 6 
million tons annually. 


 e 


Coal extraction has increased considerably within the last few months. 


The New Brunswick finds are important 
commercially not only because they are 
the first economically exploitable reserves 
of the mineral in the region, but also 
because they are only a short rail haul 
from the deep-sea port of Saint John. 


Uranium too is widely prevalent 
through the region and is attracting a lot 
of international investment interest. 


Among other energy-related projects 
which offer large and varied opportunities 
for foreign participation, the most 
important is probably the massive 
hydro-power potential in the rivers of 
Labrador and in the enormous tidal 
fluctuations of the Bay of Fundy which lies 
between Nova Scotia and New Brunswick. 
London merchant bankers N.M. 
Rothschild and Sons financed the 
$960-million, 5,255-megawatt Churchill 
Falls power project opened in 1973 and 
subsequently bought by the 
Newfoundland government from its 
original owners, Brinco Ltd., controlled by 
Rio Tinto-Zinc Corp. Ltd. 


Newfoundland and Labrador Hydro 
Corporation, a provincial utility, has been 
keen to develop two additional hydro sites 
downstream from Churchill Falls. These 
would provide 2,400 megawatts of 
additional power, and cost $3 billion to 
develop. Long-standing differences over 
contracted prices between Newfoundland 
and its sole customer for the existing 
power, Hydro Quebec, have prevented a 
start being made on further development. 
But these differences may soon be 
resolved. 


DPhAtn- Enaray Minac and Resources 


This could renew Newfoundland’s 
ambition to have another large, 
power-intensive industry on the island 
portion of the province, providing 
base-load justification for an undersea 
transmission line from Labrador. The 
present big user of Newfoundland power 
is a phosphorous plant owned by U.S. 
interests which now uses power 
generated within the island. Aluminum 
producers, both Canadian and foreign, 
have expressed interest in establishing a 


smelter in the province. | 
| 


The high cost of imported oil has given’ 
added momentum to a joint government: 
investigation of the technical and | 
economic practicality of harnessing the 
tidal energy of the Bay of Fundy for 
electric power production. | 


Out on a limb of high cost oil-derived | 
energy, Nova Scotia has particularly | 
cherished the idea of getting almost 
limitless, relatively cheap, clean, and 
stable-price power from the | 
tides — which are the highest tides in thr 
world. The idea is to build a dam across — 
one or more of the many inner basins of 
the bay. One site alone is thought capablt 
of producing 2,000 megawatts of energy, | 
equivalent to almost twice that now | 
produced by conventional means in the © 
province. And a series of plants might _ 
ultimately turn out 8,000 megawatts, mon 
than enough to meet the whole region’s | 
needs well into the 21st century, as wella_ 
to provide a lucrative source of export 
earnings. 
Preliminary studies suggest that | 
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_Fundy-tide power could be produced for 
between 18 and 29 mills a kilowatt. This is 
in line with present oil-produced power 
costs and competitive with prevailing rates 
for power in parts of the U.S. northeast. 


The region is augmenting and 
diversifying its power sources by 
constructing a 600-megawatt Candu 

nuclear power station at Point Lepreau, 
N.B., by greatly expanding its coal-fired 
output, and by pursuing solar and 
wind-power alternatives. 


Again, foreign investors are playing a 
significant part in much of this. George 
Wimpey Canada Ltd., the Canadian 
subsidiary of the big British civil 
engineering and construction company, 
has contracted to develop the first of what 
will be several coal strip-mines in Nova 
Scotia. Under the arrangement, Wimpey 
receives a fee for service while the 
Province retains the mineral rights and has 
exclusive call on what is produced. Nova 
Scotia has about 40 million tons of coal 
lying within 200 feet of the surface and at 
least 2 billion tons of accessible deeper 
coal. 


Secondary manufacturing finds 
new attractions 


While the resource industries have 
traditionally attracted much of the 
region’s foreign investment, trends to 
greater industrialization in the 1960s and 
1970s have now tipped the balance of 
investor interest towards secondary 
manufacturing. 


Investors in manufacturing locate in the 
Atlantic region for one of two reasons: to 
displace imported products in the 
regional markets or to use local resources 
and the advantages of seaboard location 
to bring in parts and materials for the 
creation of products for the North 
American or world markets. 


_ Typical of the latter category are 
Michelin Tires, Crossley Karastan Carpet 
Mills, and Volvo Canada. They are based 
n Nova Scotia, and all three have 
achieved more than they originally 
>xpected when they located in the 
rovince. 


Michelin and Volvo each imports parts 
ind materials for assembly or processing 
ind each makes considerable use of the 
dig Halifax container terminal, which has 
direct service links to Europe, the United 
tates, the Middle East, and the Far East. 


_ Sea transportation ceased to be a major 
ocational factor for Crossley Karastan 
ifter it replaced natural imported wool 
vith synthetics in its carpet production. At 
»resent its raw material comes from North 
\merican suppliers, but company 
»resident Donald A.McLeod notes that 
veing by the sea gives the company the 
lexibility to buy elsewhere should 

| 
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circumstances change. 


The firm does not reveal sales or 
production figures, but its success can be 
measured by the extent to which 
employment has grown. When the 
original plant opened, it had 40 workers; 
now, after several major expansions, it has 
600. McLeod recently stated that the 
company has found, in Nova Scotia, a 
stable work force, a pleasant 
environment, and people oriented to 
problem solving, not problem making. 


McLeod has even been able to deflate 
the myth that an Atlantic area location 
automatically means high costs of land 
transportation. With an eastward 
preponderance in freight movements 
through the Atlantic region, he pointed 
out, truckers are anxious to find backhaul 
loads to central parts of the continent and 
have shown themselves willing to 
negotiate very favourable rates. 


Power costs are also only a marginal 
factor for Crossley Karastan, but McLeod 
admits that if the company’s operations 
were highly power-intensive, it might be 
at a competitive disadvantage being based 
in Nova Scotia. 


A new impetus for research and 
development is paying off 


One illustration of the region’s methods 
of attracting new industry is Industrial 
Estates Ltd., the first industrial 
development agency of its kind in Canada. 
The aim is to find companies whose goods 
and services production can be 
importantly related to the local resource 
base and preferably, as well, who have 
technology transfer to offer. 
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All four provinces want to increase the 
sophistication of their manufactures and, 
to do so, have invested considerably in 
applied research. 


With strong federal support, Nova 
Scotia and Newfoundland concentrate on 
marine engineering and cold ocean 
science; New Brunswick and Prince 
Edward Island are involved in agricultural 
and forest endeavours; and Prince Edward 
Island is gaining a growing reputation as a 
national centre for alternative-energy 
research. It has established a centre 
served by solar and wind energy and 
known, appropriately, as ‘‘the Ark”. 


The impetus for much of this research 
and development activity comes from 
Organizations such as the Bedford 
Institute of Oceanography, the second 
largest centre of its kind in the western 
world; provincial research foundations in 
both Nova Scotia and New Brunswick; the 
Newfoundland Oceans Research and 
Development Corporation; and the 
graduate and research departments of the 
region’s leading universities. 


There has been considerable 
development of known technology and 
products. A Dartmouth (Nova Scotia) firm 
recently devised a modified complete 
deep-diving system. It consists of a 
pressurized, environmentally controlled 
surface habitat, a diving bell, anda 
2,000-foot umbilical which carries power, 
air, heat, and communication. 


The Nova Scotia Research Foundation 
played an essential role in the 
development by devising electrical- 
slip-ring and rotary-gas-valve mechanisms 
which allow supplies to be transmitted 
through the umbilical without 
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Volvo is one of the first international companies to take advantage of Nova Scotia's proximity to 


North America’s principal markets. 
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interruption while the diving bell is being 
lowered or winched to the surface. These 
relatively inexpensive units are among a 
number of advanced engineering 
products that stem from the Foundation’s 
applied research and are available for 
commercial production in the province 
under license. The list includes such items 
as a deep-towed sub-bottom profiler 
which has been used successfully in North 
Sea oil exploration, a hyperbaric pump 
used in diving life-support systems, a 
deep-ocean acoustic positioning system, 
and a gamma-scanning system used in the 
province’s heavy water production 
industry to detect corrosion. 


Both the Nova Scotia body and the New 
Brunswick Research and Productivity 
Council offer technical information and 
marketing support for industry and, 
because of the sense of proximity and 
community, are able to work on a very 
personal basis of cooperation. 


According to Dean Salsman, President 
of Industrial Estates Ltd., the front-end 
research effort is even greater than the 
middle-ground application. ‘‘There has to 
be a greater amount of support-industry 
activity before we can expect to see in this 
region the kind of science-based activity 
they have in a centre like Boston. But it’s 
on its way.”’ 


The involvements are by no means 
restricted to ocean engineering. 
Companies like Nautical Electronics 
Laboratories Ltd. at Hacketts Cove, Nova 
Scotia, and Hermes Electronics Ltd. at 
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Prince Edward Island has made a concentrated effort to conserve energy or to utilize alternative 


Dartmouth are selling defence electronics 
and commercial communications 
equipment throughout the world. And 
through such regional firms as Enamel and 
Heating Co. Ltd. and IMP Ltd., there’s a 
considerable involvement in aerospace 
production. 


All these areas of development would 
seem to hold many opportunities for 
further investment. 


Prince Edward Island and 
Newfoundland, although they have the 
least developed secondary manufacturing 
base, are nevertheless finding interesting 
ways to attract domestic and foreign 
investors to their very real manufacturing 
opportunities. 


Prince Edward Island is Canada’s 
smallest province. The garden-like setting 
of its agricultural and tourist-based 
economy makes it extremely attractive for 
small-scale light manufacturing industry. 
The provincial government, through its 
Industrial Enterprises Ltd. organization 
and with financial support from the 
federal government, has established a 
number of industrial malls. These provide 
space on a graduated rental basis to a 
variety of different industries grouped 
within single buildings. Each industry 
occupies between 2,500 and 4,000 square 
feet and employs four to 20 employees. 
For each group of industries common 
telex, cafeteria, and administrative 
arrangements are available, and the idea is 
to encourage individual enterprises to 
outgrow the “incubator” and move into 
larger premises on the industrial estate. 


sources. Seen here is the Arc, a solar and aeolian energy research centre. 


The process has had a good deal of 
success. Several firms have moved into 
new, larger premises of their own, and the 
range of products has steadily expanded. 
The proximity of other small businesses 
results in a lot of business interaction and 
greatly reduces the need to rely on 
manufacturing support from outside the 
province. 


Foreign investment has been attracted 
from such countries as Sweden, Britain, 
Italy, and the United States, and Industry 
Minister John Maloney thinks a new push 
that is now being made by the province to 
contact investors throughout the EEC will 
add substantially to the list. The degree of 
technological sophistication is already 
quite high, and Dr. Maloney is confident it 
will continue to rise. He thinks the 
alternative-energy field, including the 
possible production of solar heating 
systems and windmills, should provide 
manufacturing opportunities suitable to 
Prince Edward Island. As well, he says, 
there are many obvious investment 
opportunities for the upgrading of present 
fish and vegetable processing activities. 


Newfoundland’s approach to small 
business investment has been to look at 
sectors where products are now brought 
into the province for local distribution. 
John Tibbitts, a director of business 
development for the Newfoundland and 
Labrador Development Corporation, says 
his organization has identified a 
considerable list of product opportunities 
ranging from canned cream to building 
supplies. 


On the heavy industrial side, 
Newfoundland is looking for new 
operators for two major industries which 
ran into operating and financial problems 
within a year or two of being established. 
These are the 100,000 barrel a day 
Come-By-Chance oil refinery and a 
350,000-ton linerboard mill. 


Foreign investors have often, in the 
past, been quick to notice opportunities 
overlooked by domestic investors. Jiffy 
Products Ltd. of Shippegan, New 
Brunswick, came about as a result of 
astute Norwegian investigation of the peat 
deposits in the province’s northeast 
region. It considers the peat to be among 
the best in the world and has developed 
international markets for its products. 


Another Scandinavian manufacturer, 
noting the absence of a regionally based 
glass industry, established Ahlstrom 
Canada Ltd., which now employs 300 
people at Moncton, New Brunswick. The 
company now makes most of the region's 
beer and pop bottles. 


New Brunswick’s Deputy Development 
Minister, J.P. Blanchard, is confident that | 
the process can be repeated and that 


other investors, both foreign and a 


domestic, will discover the advantages of 
locating in that part of the country. 
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FIRA procedures: 
clarifying some legal 
issues 


by Charles Simon 


} 


Aarles Simon, a member of the Ontario Bar, is 
8aged in the private practice of law with the 
»ronto law firm of Borden & Elliot and has had 
(tensive experience in dealing with the 
‘terpretation and application of the Foreign 
‘vestment Review Act. The views expressed in 
lis article are those of the author and not 
/cessarily those of the Foreign Investment 
i'view Agency or the Government of Canada. 


From the time of its beginnings in April 
1974, the Foreign Investment Review 
Agency has welcomed investors and their 
legal representatives to contact the 
Agency for informal consultations on any 
of the various questions on which the 
Agency might provide helpful discussion 
and opinion. And increasingly, investors 
and their counsel have been approaching 
the Agency at a fairly early stage for such 
consultations. 


On the Agency’s part, most of these 
consultations are provided by officers of 
the Rulings Division. To illustrate briefly 
how the Rulings Division fits into the 
structure of the Agency, one might first 
note that the Agency is organized into 
three branches: the Assessment Branch, 
the Compliance Branch, and the Research 
and Analysis Branch. One of several 
divisions of the Compliance Branch is the 
Rulings Division. It is staffed by an 
assistant director and a number of rulings 
officers, all of whom are lawyers who are 
members of a provincial bar. 


The primary function of the Rulings 
Division is to examine notices filed with 
the Agency pursuant to section 8 of the 
Foreign Investment Review Act. In order 
to constitute a “notice” for the purposes 
of the Act, the information filed by the 
applicant must include everything 
required by the Act and by the 
regulations. Every application submitted 
to the Agency is examined to make certain 
it is complete. If any information is 
missing, a deficiency letter is sent to the 
applicant (or his solicitor) describing the 
information which is required. As soon as 
a notice is complete, a receipt is prepared 
and sent to the applicant as required by 
subsection 8(4) of the Act, and the 60-day 
time limits referred to in Sections 11, 12, 
and 13 start to run. 


The Act also provides, in subsection 
4(1), that any person may ask the Minister 
for his opinion on whether he is a 
non-eligible person for the purposes of 
the Act or whether any particular business 
activity is related to any other business 
activity carried on by that person. It is one 
of the functions of the Rulings Division to 
identify for anyone seeking such an 
opinion the nature of the information 
required to enable the Minister to give his 
opinion and to prepare summaries of such 
information to accompany it when it is 
forwarded to the Minister. 


In addition to the activities outlined 
above, the Rulings Division has another 
important function. Until a body of case 
law is developed interpreting the Act, it is 
important for the Agency to have a staff 
available to answer questions about the 
possible application of the Act to a 
particular transaction. Because these 
questions are essentially legal ones, it falls 
to the Rulings Division to provide this 
assistance. Rulings officers are always 
available to discuss the application of the 


Act and the regulations. They will do so, if 
requested, verbally on a no-names basis. 
It is also possible to obtain a written 
opinion from the Agency as to whether an 
investment is reviewable under the Act. 
There is no statutory authority for the 
issuance of such opinions so they are not 
binding on the Minister, but such informal 
Agency opinions can be of practical 
comfort to investors. 


In rendering advice on the reviewability 
of transactions, the Agency does not act 
the way a court does: that is, it does not 
form its opinion on the basis of a “balance 
of probabilities” test. The purpose of 
providing such a service is to give the 
benefit of the Agency’s experience in 
administering and interpreting the Act. In 
cases where the Agency is satisfied that 
the Act does not apply, it will issue an 
opinion to that effect; but if there are valid 
arguments which can be made to support 
reviewability, the Agency will not issue a 
non-reviewability opinion, even though 
the arguments for non-reviewability are 
strong. In any event, regardless of 
whether or not a non-reviewability 
opinion is ultimately issued, rulings 
officers are quite candid in their 
explanation of the arguments as to the 
potential application of the Act to an 
investment, and the discussion can be 
most helpful. 


Eligibility questions 


With certain exceptions, the general 
rule of the Act is that the acquisition of 
control of a Canadian business enterprise 
and the establishment of a new business 
in Canada by a non-eligible person, or by 
a group of persons any member of which 
is anon-eligible person, requires approval 
of the Governor-in-Council. The Act 
defines what ‘‘non-eligible person’’ means 
[subsection 3(1)] and sets out 
presumptions as to when incorporated 
companies are non-eligible persons 
[subsection 3(2)]. But the Act gives almost 
no guidance on the meaning of the word 
“group” which is such an important 
element of the question. 


Subsection 3(7)(a) provides that the 
reference to ‘‘group of persons” in the 
definition of “‘non-eligible person” does 
not include the aggregation of persons 
who own all the shares (or all the shares of 
a particular class) of the corporation, 
except where ‘‘those persons act in 
concert with one another in any matter or 
transaction affecting the corporation or its 
management, ownership or financial 
affairs’. The quoted language is so broad 
that it could include almost any agreement 
or understanding between shareholders. 
Because of the nature of the relationship 
between the shareholders of a closely 
held private company, there will almost 
always be some sort of agreement, either 
written or verbal, to which they are all 
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parties. Does this mean that any closely 
held company is a non-eligible person 
simply because it has one minority 
shareholder who is non-eligible? 


The Minister has considered this 
question and has apparently decided that 
the Act was not intended to be so broadly 
interpreted. There have been several 
opinions issued by the Minister pursuant 
to subsection 4(1) of the Act that a 
particular company with two or three 
shareholders (one of whom was a 
non-eligible person) is nota non-eligible 
person despite the existence of a formal 
shareholders’ agreement, presumably 
because control of the company was with 


wants to retire, the easiest way to 
complete the transaction may, in some 
cases, be for the company to purchase or 
redeem his shares. The Agency takes the 
position that such a purchase or 
redemption is an ‘acquisition of shares” 
(by the company) and that the minority 
shareholder has acquired control of the 
business carried on by the company by an 
“acquisition of shares”. 


It is likewise not necessary that the 
shares (or assets) of the Canadian 
business enterprise be directly acquired in 
order for the Act to apply. A large number 
of foreign-based corporations which carry 
on business in Canada do so, of course, 


a 


In addition to the activities outlined above, the 
Rulings Division has another important function. Until 
a body of case law is developed interpreting the Act, it 
is important for the Agency to have a staff available to 
answer questions about the possible application of the 
Act to a particular transaction. 


SSRI SL 


the eligible shareholder(s). In these cases, 
the minority non-eligible shareholder only 
had a veto power over major changes in 
the company’s operations, such as a 
change in the nature of the company’s 
business or amendments to its charter, 
and such rights were presumably not 
deemed sufficient, in the Minister’s 
opinion, to render the company 
non-eligible for the purposes of the Act. 
Unfortunately, there is no authority to 
apply this reasoning to the provisions of 
section 8, which contains the substantive 
requirement to file a notice if a group of 
persons, any member of which is a 
non-eligible person, proposes to acquire a 
Canadian business or establish a new 
business in Canada. The result is that if an 
unincorporated group of persons 
proposes to make an investment to which 
section 8 applies, a notice is required if 
any member of the group is non-eligible, 
regardless of the size of that member's 
interest or the degree of control he has 
over the decisions made by the group. 


Acquisition of a Canadian 
business enterprise 


For the purposes of the Act, a 
reviewable acquisition of control of a 
Canadian business enterprise can occur 
only through an acquisition of shares or 
assets. It is important to realize, however, 
that a reviewable transaction can 
sometimes result even if the person 
acquiring the shares in question is not the 
person acquiring control. If, for example, 
two shareholders own 80% and 20% of a 
company, and the majority shareholder 


through subsidiaries incorporated here, 
and tne Act says that a parent corporation 
is deemed to be carrying on the business 
of its subsidiary [subsection 3(6)(h)]. 
Therefore the Agency has always taken the 
position that if control of the foreign 
parent is acquired by a non-eligible 
person through the purchase of its shares, 
the Act deems that control of the 
Canadian subsidiary is also acquired and 
that a notice must be filed with the 
Agency. 


The Act sets out levels of share 
acquisitions beyond which it is presumed 
that control of a company has been 
acquired unless the contrary is established 
[subsection 3(3)(c)] (and also provides 
[subsection 3(3)(d)] that the acquisition of 
shares to which are attached more than 
50% of the voting rights shall be deemed 
to be the acquisition of control unless the 
acquiror already controlled the company). 
But in considering the question of 
whether control of a company has been 
acquired, the Agency looks not only at the 
number of voting shares which have been 
acquired, but also at any ancillary 
agreements or understandings which may 
be entered into in conjunction with the 
purchase of the shares. Thus, although 
the Act says that the acquisition of less 
than 5% of the voting shares of a public 
company or less than 20% of the voting 
shares of a private company does not of 
itself constitute the acquisition of control 
of the company [subsection 3(3)(b)(i)], 
nevertheless if a non-eligible person 
acquires shares below these thresholds 
but also enters into an agreement with 
some or all of the other shareholders 


whereby he obtains substantial control 
over the business carried on by the 
company, it is probable that a reviewable 
transaction has occurred. 


| 


In dealing with asset acquisitions, the 
Act does not set out any threshold levels 
to aid in determining whether control of a 
business has been acquired. It simply says 
that control of a Canadian business 
enterprise is acquired ‘‘by the acquisition 
of all or substantially all of the property 
used in carrying on the business in 
Canada” [subsection 3(3)(a)(i)(B) and (ii)]. 


The Agency has not adopted any rigid 
criteria as to what constitutes 
“substantially all’ the property of a 
Canadian business enterprise. Each case is 
considered on its own facts. Clearly, the 
“substantially all’ test can be the 
quantitative one which involves 
comparing the dollar value of the assets 
being purchased with the dollar value of 
all the assets of the business in question. 
But the Agency takes the view that the test 
is also a qualitative one. That is, if the 
business has two or three key assets (such 
as a machine, a secret process, and a trade 
mark) and these assets are sold to a 
non-eligible person, the transaction may 
be reviewable even though the 
consideration paid for them is only a 
fraction of the value of the total assets of — 
the business because of large values 
placed on other assets, such as land, 
buildings, and accounts receivable. 


There is another provision of the Act 
which must be kept in mind in 
considering the question of whether 
“substantially all’ the property used in a_ 
business has been acquired. The Act says ~ 
that a part of a business that is capable of 
being carried on as a separate business is” 
itself a Canadian business enterprise if the 
business of which it is a part is a Canadian 
business enterprise [subsection 3(6)(g)]}. 
There are many instances where some of 
the assets of a Canadian business 
enterprise are acquired and where it can 
readily be determined that these assets do 
not, on either a qualitative or quantitative — 
basis, constitute substantially all of the — 
property used in carrying on the whole a | 
the business of the Canadian business _ 
enterprise. It may be, however, that they 
make up substantially all of the property 
of aseparable business — and therefore — 
that the acquisition of these assets by a — 
non-eligible person may be reviewable. — 


The question of whether a partofa 
business is separable is one that is often - 
difficult to answer. Item V of the - 
Guidelines Concerning Real Estate 2 
Businesses comments on this issue, 
stating that in order for there to be a 
separable business, there should alrea ) 
be in existence a separable business Pp 
to the acquisition, not merely property 
that could or would be used as an asset OF 
a separate business. It should also be } 
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Rulings officers are quite candid in their explanation of the arguments as to the 


potential application of the Act to an investment, and the discussion can be most 


helpful. 


1oted, however, that the existing 
‘separable’ business does not actually 
lave to be carried on separately; it just 
veeds to be capable of being carried on 
eparately. 


The Act requires that every non-eligible 
erson, and every group of persons any 
ember of which is a non-eligible person, 
at proposes to establish a new business 
1 Canada must give notice to the Agency 
1 the prescribed form unless the person 
r group had been carrying on a business, 
nmediatély before the proposed 
stablishment of the new business, which 
‘ould not be unrelated to the new 
usiness [subsection 8(2)]. As might be 
xpected, this rather convoluted 
rovision has created some difficulties in 
terpretation. 


The first point to note is that the Act 
stinguishes between “establishing” a 
4siness and “carrying on’ a business. 

»r the purposes of the Act, a business is 
tablished only if there is an 
tablishment in Canada to which 
nployees report for work in connection 
th the business, and the business is 
tablished when the first of the 
aployees reports to the establishment 
4bsection 3(4)]. But a business can be 
arried on” in Canada without being 
tablished in Canada, since there is no 
quirement that there be an 

tablishment in Canada to which 
nployees report for work in order for a 
Siness to be carried on. For example, a 
reign company could periodically send 
sales representatives to Canada to visit 
stomers and take orders; the orders 
vuld be filled from outside Canada; and 
4s the business might be “carried on” in 
nada without being ‘‘established” here 
‘the purposes of the Act. 


‘urthermore, if such activities have 

©n carried on since before October 15, 
'5 (the date on which the requirement 
file notice in respect of a new business 
ne into force), there are arguments that 
1 be made to support the position that 
' business being carried on can 
sequently be established in Canada 
hout review. Notice is apparently only 
‘uired in respect of the establishment 

\ business not previously carried on; so 
iight be argued that, if it can be shown 
it the business in question was carried 
in Canada since before the notice 
‘uirement became law, no notice 

suld be required to establish that 
iness. 


The Act does not provide any criteria for 
determining whether a business has been 
“carried on” in Canada and each case 
must be considered on its own facts 
— but Canadian courts have examined the 
question in connection with other 
statutes. Some of the factors they have 
focused on include the place in which the 
sales contract is made, the authority of the 
person who visits Canada to conduct the 
activities, and whether or not a stock of 
goods is maintained in Canada from which 
orders are filled. 


Another nuance of interpretation is 
illustrated by the following example. 
Suppose that several non-eligible persons 
have each been carrying on business in 
Canada for many years (or have each 
established a business in Canada) and 
now propose to carry on the same 
business or a related business as a group. 
It may not be necessary for the several 
persons to have carried on the business as 
a group in order to avoid the notice 
requirement of subsection 8(2). It is 
probably sufficient if the proposed new 
business is ‘‘not unrelated” to (i.e., is the 
same as, or related to) the business 
carried on in Canada by each non-eligible 
member of the group. 


As pointed out above, one of the 
essentials of a business being established 
in Canada is that at least one employee of 
the person or group of persons 
establishing the business report to work at 
an establishment in Canada in connection 
with the business. There are two other 
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aspects of this provision which deserve 
comment. First, one might wonder what 
qualifies as an “establishment” for the 
purposes of this requirement. It seems 
probable that, in addition to a business 
office or manufacturing plant, a 
construction site, oil well, or mining site 
would also suffice as an “establishment” 
under the Act. 


Many businesses are proposed to be 
carried on in Canada as joint ventures 
between a Canadian and a foreign 
participant. In some cases the persons 
who will be conducting the business 
activities are to be employees of the 
Canadian partner and will report to 
premises owned or leased in the name of 
the Canadian partner — and the 
argument is made that the investment is 
not reviewable since the non-eligible joint 
venturer does not have any employees 
reporting for work in Canada in 
connection with the business. In most 
cases of this sort, however, the Agency is 
likely to take the view that the persons 
establishing the business are a group, the 
persons conducting the business are 
employees of the group, and the 
investment is reviewable. This view is 
adopted on the grounds that the 
non-eligible member of the group will 
almost always make some contribution to 
the salaries of the employees and to the 
costs of the premises — either directly or, 
indirectly, through a reduced share of the 
profits — so that there is a sound basis for 
saying that the employees are working for 
both participants and that the 
reviewability requirements of the Act are 
satisfied. 


The preceding comments are not 
intended to give a comprehensive 
explanation of all the issues raised by the 
first eight sections of the Foreign 
Investment Review Act. There are 
numerous other subtleties of language 
which may have relevance to particular 
investments, and suggestions on possible 
new interpretations of various provisions 
of the Act are constantly being brought to 
the Agency's attention by investors and 
their advisors. And, indeed, in connection 
with potential investments in Canada, the 
Agency encourages investors to discuss 
the interpretation and possible 
application of the Act at an early stage, so 
that if reviewability under the Act is an 
issue, it can be dealt with so as to cause a 
minimum of delay. 
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Banking in Canada; 
the chartered banks 


by Alexander Bruchovsky 


Alexander Bruchovsky is an officer with The 
Canadian Bankers’ Association. 


Organized banking began in Canada 
early in the 19th Century. Previously, most 
goods and services had been exchanged 
by barter: the farmer or trapper 
exchanged his produce or furs for 
hardware, dry goods, and other 
necessities he couldn’t produce himself. 
Business transactions that required cash 
or credit were handled with whatever 
foreign coins happened to be in 
circulation, with limited supplies of paper 
money of questionable value, and with 
credit extended through the mercantile 
system. 


Somewhat later, merchants conducted 
simple banking business themselves, 
accepting deposits and making payments 
on order. Some issued notes and coins 
unofficially. 


The first steps to form an actual bank in 
Canada came in 1772. But the proposed 
bank did not get off the ground at that 
time. The first successful operation of a 
bank began in 1817 when a group of 
Montreal merchants opened ‘‘The 
Montreal Bank’”’ in a rented house. The 
new institution (now the Bank of 
Montreal) was a bank in that it carried on 
what were considered to be the essential 
functions of a bank: it accepted deposits, 
made loans, and issued banknotes, 
tokens, and coins. 


Once started, the system grew quickly. 
By the time “British North America’ 
became “Canada” in 1867, there were 35 
chartered banks in operation. Today, after 
mergers, amalgamations, the appearance 
of new banks, and some failures (the last 
in 1923), there are 11 chartered banks in 
Canada (see the adjoining list of head 
offices). They provide one of the most 
efficient and stable banking systems in the 
world. They have played a vital role in the 
commercial development of a nation that 
is so dependent on international trade. 


They must, for instance, be able to 
finance large-scale exports of basic 
products, assemble financing packages 
for capital projects of massive size, and 
provide trade information and foreign 
exchange services in major markets. 


The Canadian system of branch banking 
now comprises more than 7,300 branches 
in 2,000 communities across the country 
and almost 300 offices overseas. Where 
Canadian banks are not directly 
represented, they maintain functional 
correspondent relationships with more 
than 5,000 institutions around the world 
and have sizable staffs of travelling 
business development representatives 
constantly making calls. 


Chartered bank assets exceed $150 
billion, with about one-third of this in 
foreign currencies. Growth of foreign 
currency operations has outstripped that 
of domestic business for more than ten 
years. 


Ownership of the banks is very 
substantially in the hands of Canadians. 
Bank shares are traded on major stock 
exchanges and about 95% are held by 
shareholders resident in Canada. The 
existing federal Bank Act governing the 
operation of the chartered banks prevent 
concentration of ownership. Thus no 
single interest may own more than 10% c 
the shares of a bank, and the total foreig: 
ownership of a bank may not exceed 25% 


By law the federal Bank Act governing : 
the chartered banks’ operations in Canad 
is revised every ten years. The powers 
granted to the banks under the existing 
Bank Act were due to expire June 30, 1977 
but have been extended to April 1, 1979, 
to permit consideration of a re-drafted 
Bank Act containing important changes. 


Despite the close economic ties with 
the United States, the Canadian banking 
system has evolved along its own 
distinctive lines. 


Different from U.S. system 


The United States has about 14,000 
commercial banks, many with no 
branches and servicing only a single local 
market. In addition, of course, there are 
the extremely large U.S. banks which are 
active internationally — but these are noi 
typical of the American system as a whole. 


The relatively small number of Canadiar 
banks serve communities through 
thousands of branches of all sizes and are 
frequently the only financial contact 
between small centres and the larger 
world. As such they bring to businesses in 
even the smallest community access to the 
full resources of institutions with 
worldwide capacity. Often, the local 
manager is called upon for information 
about business opportunities at home anc 
abroad. He in turn is supported by the 
expertise of specialists in the regional anc 
head offices of the banks. 


In recent years, among the five largest 
banks, decentralization of 
decision-making has given increasing 
authority to the local branches and 
regional offices, so that today, as a rule, 
only applications for loans of more than $1 
million are referred to head offices. 


The chartered banks obviously are by 
far the largest source of credit of all kinds 
in Canada, and they provide an enormous 
variety of loans for practically every 
purpose. At one end of the spectrum, they 
participate in large-scale financing for 
major industrial and commercial projects, 
at the other, they provide economical 
personal loans in relatively small amounts 
for a multitude of individual needs. 


Loans are by far the largest category of 
Canadian dollar assets, accounting for 
about 70% of these assets. Canadian dolla! 
loans reached a record $72.3 billion 
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outstanding in December 1977, an 
increase of 372% from ten years earlier. 


The banks also invest a substantial 
proportion of their funds in securities, 
including Government of Canada, 
provincial, municipal, and corporate 
securities. 


At present, the Canadian banks (unlike 
itheir American counterparts) are not 
|permitted to engage directly in leasing 
and factoring. But these services are 
available through affiliates of several 
banks, and all banks are able to direct 
clients to the appropriate sources, as 
necessary. (The proposed new Bank Act 
lwould allow Canadian banks to engage 
directly in leasing and factoring, but 
formal legislative approval is needed 
before this becomes a reality.) 


The banks are not empowered to 
engage in trust and fiduciary activities, 
unlike in most other countries where the 
two operations can be combined. 


The size and national character of the 
Canadian banks has given Canada, 
considering its vast geographical territory, 
one of the most efficient payments 


international operations 


In international operations, the 
anadian banks’ pre-eminence is a natural 
jutcome of Canada’s historical reliance 

in foreign trade, which today accounts for 
nore than 25% of gross national product. 
he extensive branch system of the 
-anadian banks and their long history of 
ecurity have been strong supports in 
eir Overseas Operations, where they 
save developed a reputation for strength 
nd stability that is far more than in 
\roportion to the size of Canada’s 
‘Opulation or economy. 


_ The Canadian banks historically have 
allowed the country’s trade patterns all 
ver the world — to the Caribbean, 
urope, South America, and more 
2cently the Pacific Rim — establishing 
ranches, agencies, representative 
ffices, and affiliates. Now, practically all 
irect Canadian transactions with other 
>untries — and an increasing amount of 
ffshore trade between third 

duntries — are handled on behalf of 
leir customers directly by offices of the 
anadian chartered banks. 


They have developed substantial and 
ghly efficient international 

rganizations, providing comprehensive 
atworks of facilities and services relating 
) foreign trade and financial transactions, 
2posit-gathering and lending, and the 
2velopment of new business for Canada 
‘rough on-the-spot contacts. They also 
indle a host of complex and specialized 


services, including financing and 
investment facilities and advice on market 
conditions and plant locations. In 
particular, the emergence of the 
multinational corporation as a 
phenomenon in international business 
has highlighted the need for large, 
expertly staffed banks with representation 
in many parts of the world. 


Individual and corporate customers at 
home and abroad have benefitted from 
the rapid expansion and increasing 
sophistication of Canadian bank services, 
from the stretching of the system’s 
geographic ties, and from the broader 
capital resource base created by the 
banks’ involvement in Euro-dollar 
activities and consortia arrangements. The 
interests of Canadian corporate customers 
have also been served by the banks’ role 
in facilitating a two-way flow of capital 
resources. 


Among the services provided by the 
banks for transactions with other 
countries are: 


For exporters 


® to appraise and advise and to provide 
surveys and reports on market 
conditions, sales prospects, and import 
and exchange regulations in Canada 
and abroad; 

@ to prepare reports and advise on the 
credit status of buyers and potential 
buyers in foreign countries; 

@ to provide liaison between foreign 
financial assistance corporations; 

@ to handle commercial letters of credit 
and give guidance; 

© to pay or negotiate drafts drawn under 


letters of credit on foreign or Canadian 
banks; 


@ to collect time and sight drafts drawn by 
exporters on foreign importers; 

@ to advance money against drafts for 
collections, or against drafts drawn 
under letters of credit in favour of 
exporters; 

© to fulfill orders of exporters in their 
foreign exchange transactions in the 
principal foreign currencies both for 
immediate and future delivery; 

© to handle foreign remittances and 
transfers; 

® to provide liaison between federal and 
provincial government organizations in 
their various assistance programs for 
exporters; 

@ to assist Canadian companies in 
entering the export business. 


For importers 


@ to counsel and submit reports on 
market conditions and export and 
exchange regulations abroad; 

© to prepare reports on the reliability and 
credit standing of sellers abroad; 

@ to open commercial letters of credit to 
finance the importation of goods and 
commodities; 

@ to sell foreign exchange necessary for 
payment of imported goods; 

@ to finance importers’ costs for goods 
between the times of payment and 
delivery and for storage, processing, 
sale, and collection of accounts 
receivable. 


For business travellers 


® to purchase and sell foreign exchange, 
and provide travellers’ cheques and 
similar items; 

@ to supply letters of introduction to 
banks and other parties at home and 
abroad. 


-—_ee————————e EES 


Table 1 


Assets of the Canadian Chartered Banks 


(millions of dollars) 


Canadian dollar Foreign currency Total 
Dec. 31 assets assets assets 
1967 25,199 6,470 31,669 
1968 28,940 7 ,806 36,746 
1969 31,000 UGSY 42,632 
1970 33,616 13,691 47 307 
1971 39,958 14,469 54,428 
1972 46,650 16,572 63,222 
1973 56,455 23,298 79,754 
1974 68,481 28,534 97,015 
1975 77 ,169 31,209 108 ,378 
1976 88,790 37,614 126,403 
1977 102,819 47 ,658 150,477 
1978 (March 31) 106,286 52,928 159,214 
Increase 
1967-77 308% 637% 375% 


Source: Bank of Canada Review 
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The short-term money 
market in Canada 


by James H. Claydon 


James H. Claydon is a vice president and 
director of the Toronto investment house of 
Pitfield Mackay Ross Limited. His article was 
arranged through the courtesy of the 
Investment Dealers Association of Canada. 


A fast-growing and very sophisticated 
short-term money market has evolved in 
Canada, featuring a wide range of highly 
liquid instruments. The market centres 
itself in Toronto, with regional acitivity in 
Montreal, Edmonton, and Vancouver. 


A considerable and diverse group of 
high-quality borrowers ensures a broad 
choice of vehicles. Major borrowers 
include federal , provincial, and municipal 
governments, financial corporations, 
industrial corporations, and chartered 
banks. It is generally accepted that money 
market instruments trade in multiples of 
$100,000 in maturities that range from 3 
days to 365 days. Most activity is in the 
30-90 day range. 


The market makers 


Investment dealers perform a key 
market-making function in Canada. They 
deal both for their own account and on 
behalf of issuers and investors. Their role 
is to seek out both, quote rates, and 
execute transactions that range from 
$100,000 to $50 million. Settlement is 
negotiable and flexible, but 95% of all 
transactions are made for same-day 
delivery. Daily sales volume handled in 
aggregate by investment dealers averages 
$1,500 million. Dealers maintain large 
inventories of money-market instruments, 
typically carrying between $2.5 billion and 
$3.5 billion. 

This inventory is banked daily in the 
call-loan and day-loan markets at rates 
which approximate those for 7-15 day 
paper. The suppliers of funds to the 
call-loan market are frequently the same 
institutions that invest for term in 
money-market instruments. They include 
banks, governments, insurance 
companies, pension funds, industrial 
corporations, and financial institutions. In 
fact, the call-loan market represents the 
entree into the money market and is an 
integral part of the whole mechanism. 
Typical money-market investors will have 
some funds committed to term and some 
to call loan, depending to a large extent 
on their internal cash-flow forecast and 
their assessment of the trend in interest 
rates over the near term. Collateral for call 
loans is held with the lender or moninee, 
but seldom moves outside the 
money-market centres. 


Dealers are very active in the foreign 
exchange market, arranging hedged 
U.S.-dollar investments for Canadian 
investors and hedged Canadian-dollar 
investments for non-residents. In 
addition, dealers stand ready to take in 
U.S. dollars on a fully hedged basis to 
finance their money-market call-loan 
operations. 


The chartered banks 


The Canadian chartered banks, with a 


worldwide network of branches and 
representative offices, accept 
non-resident short-term deposit liabilities 
in major foreign currencies as well as in 
Canadian dollars. The bulk of these 
foreign deposit liabilities (close to $8,000 
million in recent months) are 
denominated in U.S. dollars and booked 
at the head offices of individual banks, 
frequently with the assistance of the 
international representative network. In 
total, the Canadian chartered banks have 
foreign currency deposit liabilities with 
foreign banks and other non-residents 
amounting to the equivalent of Can. $20 
billion. These deposits are re-employed in 
the worldwide lending and investing 
activities of the banks. Since Canadian 
banks are universally considered to be in 
the top-quality class of international 
banks, the rates they can attain on their 
U.S.-Eurodollar term deposits tend to 
mirror this fact. 


The Bank of Canada 


The money market in Canada is greatly 
influenced by the Bank of Canada. The 
central bank is responsible for monetary 
policy and for day-to-day activities 
associated with this mandate. These 
activities include open-market security 
operations, transfers of government 
deposits, and transactions in foreign 
currency swapped deposits — activities 
all designed to influence the level of 
excess reserves in the banking system and 
the general direction of growth and 
velocity of money supply. 


In addition, the Bank of Canada acts as 
fiscal agent for the Government of Canada 
and as manager of the public debt which 
consists of treasury bills, marketable 
bonds, and Canada Savings Bonds. The 
central bank is also instrumental in 
arranging foreign currency standby credit 
facilities, an activity which complements 
its role as agent for the official Exchange 
Fund Account, for which it buys and sells 
U.S. dollars to maintain orderly conditions: 
in the currency market. 


All this activity is reflected in the weekly — 
financial statistics released by the Bank of 
Canada. Market participants follow these — 
data closely in an effort to detect shifts in 
monetary policy, credit conditions, and 
the trend in interest rates. 


The instruments 


Virtually all the generally recognized 
forms of money-market instrument are 
utilized in the Canadian market, including 
government treasury bills, municipal 
tax-anticipation notes, bankers’ 
acceptances, chartered bank bearer term 
notes (similar to certificates of deposit), 
and commercial paper. The latter is a 
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| 
| 
‘generic term referring to paper issued by 
diversified financial corporations, 
|manufacturer-owned auto-finance 
|companies, foreign bank subsidiaries in 
Canada, industrial corporations, utilities, 
and grain companies. Approximately 55% 
of the commercial paper outstanding is 
jaccounted for by the first three categories, 
jwith the remaining 45% shared between a 
large number of industrial, utility, and 
grain-company borrowers. 


In terms of quality, Government of 
\Canada treasury bills rank as the supreme 
) ehicle. Tendered weekly at auction, the 
{$11.6 billion outstanding, in maturities 
from a week to a year, make it the single 
| ost actively used money-market 


instrument. Thirteen investment dealers 
have been designated as money-market 
lobbers by the Bank of Canada and have 
Access to the central bank as a lender of 
Jast resort against Canada treasury bill 
collateral. Chartered banks must maintain 
their secondary liquid reserves in the form 
of treasury bills or in the form of loans to 
‘he jobbers against treasury bill collateral. 
he treasury bill function is the very core 
pf the money market in Canada, and from 
reasury bill rates all other rates are 
etermined. 


_ Bankers’ acceptances and chartered 
bank BDNs (bearer deposit notes 

|— which are similar to certificates of 
Jeposit) are generally considered to be of 
qual quality and trade very close to the 
yield obtainable on Canada treasury bills. 
Both vehicles are broadly held and actively 
raded between issue and maturity, 
asually turning over many times during 
heir relatively brief lifespan. Both 
dvankers’ acceptances and chartered bank 
3DNs carry the names of Canada’s major 
»anks, known and respected the world 
ver. 


_ Provincial treasury bills trade in the 
ame yield range as bankers’ acceptances. 
hey, like their federal counterparts, are 
'ot subject, in the interest they pay to 
\on-residents, to the Canadian 
vithholding tax that applies to corporate 
hort-term paper. The provinces in 
vanada have a great deal of tax autonomy 
nd are regarded very favourably in world 
apital markets, where they and their 
tilities are regular borrowers. The two 
jajor U.S. rating agencies assign BAA1 to 
AA to the provincial securities, and 
rovincial treasury bills rank equally with 
onger-term provincial securities. 


Major municipalities too offer 
hort-term promissory notes exempt from 
rithholding tax. In most instances these 
otes are sold in anticipation of real 
roperty tax revenue and therefore are 
2asonal features of the market. The 
orrowers in this market tend to have U.S. 
itings ranging from A to AAA and are 
2nerally considered very good 
1ort-term investments that offer slightly 


i] 
i 


higher yields balanced by slightly less 
liquidity. 

By far the most diverse area of the 
Canadian money market is that 
represented by the issuers of commercial 
and finance paper. These companies 
number close to 200, of which 
approximately 150 will be active borrowers 
at any one time. As might be expected, the 
size and quality ranges are more 
pronounced for this group, although 
issuers are generally among the largest 
and strongest corporations. 


Every borrower in the commercial paper 
market either files an annual prospectus 
with the Ontario and Quebec securities 
commissions or prepares a detailed 
information memorandum containing 
annual reports, borrowing by-laws, 
resolutions, legal opinions and, where 
necessary, guarantees. These documents 
form the basis for dealer-participation 
sponsorship and solicitaton. The dealer 
role is to act as the market-making 
intermediary in creating the demand for 
such paper through trading desks and to 
arrange physical movements of both 
securities and funds at maturity as well as 
at initiation. 


The role of the rating agencies 


Two bond rating agencies have, over 
the past two years, developed in addition 
as commercial paper rating agencies and 
between them rate all the major corporate 
borrowers using the money market. Their 
assessments are thorough, unbiased, and 
widely accepted for their objectivity by 
North American institutional investors 
who closely follow the Canadian money 
market. Both agencies — Dominion Bond 
Rating Service and Canadian Bond Rating 
Service — pattern their activities along 
the lines of Moody’s and Standard and 
Poor’s in the United States, applying 
recognized Canadian accounting 
principles and techniques in their 
analysis. A noticeable trend is evolving 
towards acceptance by a growing number 
of major institutions of rating classification 
as the criterion for investment. 


The non-resident investor in the 
Canadian Money Market 


Non-resident holdings in the Canadian 
money market have grown over the past 
five years from $200 million in 1972 to $2.9 
billion at the end of 1977 and now account 
for approximately 10% of the total paper 
outstanding. In 1977, sales of money- 
market instruments to non-residents 
exceeded Can. $14 billion. 


The great bulk of this inflow is on a fully 
hedged basis. A rather sophisticated and 
rate-sensitive arbitrage network has 


developed to express net yields to 
investors in their own currency 
equivalents. The forward premium or 
discount for U.S. dollars in Canada 
invariably adjusts the net return on 
Canadian short-term investments to about 
10-30 basis points above those on 
comparable U.S. short-term investments. 
This is after making allowance for the 
365-day true-yield basis used in Canada 
compared with the 360-day discount basis 
used in the United States. Thus, the 
Canadian paper market is set at the margin 
of attractiveness for non-resident 
investors in comparison with U.S. 
investment alternatives. 


The mechanics for participation in the 
Canadian money market by non-resident 
investors are quite straightforward. All 
major money-market jobbers maintain 
offices abroad, especially in New York and 
London, and are able to reflect market 
conditions accurately. The Reuters 
monitor network is widely used by 
Canadian jobbers, and this facility enables 
non-residents all around the world to 
keep continuously abreast of Canadian 
money-market rates and special 
situations. 


The foreign-owned company 
borrowing in the Canadian 
money market 


A growing number of foreign-owned 
subsidiaries in Canada are turning to the 
money market as a means of financing 
inventories and receivables and 
augmenting working capital. Many 
foreign-based corporations with high 
corporate visibility guarantee the 
commercial paper issued by their 
Canadian subsidiaries. A much larger 
number of subsidiaries, including 
privately owned corporations, utilize the 
bankers’ acceptance market in Canada as 
a low-cost, convenient source of 
short-term funds. The present Bank of 
Canada Act stipulates that bankers’ 
acceptances can be issued only by 
companies which produce and market 
goods — and this means, in effect, only 
companies in manufacturing and resource 
sectors. Proposed revisions to the Bank of 
Canada Act would remove this 
impediment, making companies in any 
industry eligible to seek funds via bankers’ 
acceptances, subject only to the 
approval-by-stamping of an accepting 
bank. If this proposed revision becomes 
law, the new Bank of Canada Act will allow 
all forms of corporate enterprise, 
including wholly owned subsidiaries of 
foreign companies, to utilize this 
alternative method of short-term 
financing at rates which are usually 
attractive. This will have special appeal to 
companies operating in the service 
sectors. 
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Corporate 
concentration and 
performance: 
recommendations of 
the Royal Commission 


After three years of research, 
background studies, and public hearings, 
Canada’s Royal Commission on Corporate 
Concentration recently published its final 
report. Its recommendations tend to 
favour policies and measures that would 
encourage savings, investment, and 
industrial growth and efficiency. Two of 
the more interesting recommendations 
call for the elimination of both the capital 
gains tax and the corporate income tax. 
Other recommendations are for changes 
in such areas as competition policy, 
banking, boards of directors, disclosure of 
corporate information, and the social 
obligations of firms. 


The Royal Commission on Corporate 
Concentration was established in April 
1975 by the federal government to 
consider the nature and role of major 
concentrations of corporate power in 
Canada, the social and economic 
implications of such concentrations, and 
whether their existence required further 
safeguards to protect the public interest. 
The purpose of the Commission, as with 
all Royal Commissions, is to make 
recommendations which can be 
considered by the federal government in 
future legislation. The recommendations, 
however, do not necessarily become a 
part of government policy. 


The report is organized into several 
specific topic areas. This enables the 
reader to obtain a good overview of the 
Canadian economy. The following is a 
brief discussion of some of these topic 
areas and the conclusions and 
recommendations made about them. 


Corporate size and concentration 


The Commission finds that those 
corporations considered large in Canada 
are, in general, small in comparison with 
large corporations elsewhere in the world. 
It also finds that both aggregate 
concentration (the proportion of a 
country’s total economic activity 
accounted for by the largest firms) and 
industrial concentration (the proportion 
of the activity in a particular industry 
accounted for by the largest firms in that 
industry) are higher in Canada than in 
other industrial countries. However, 
aggregate concentration appears to have 
declined since the beginning of the 
century. 


Canadian plants are not, in general, very 


much smaller than elsewhere. But these 
plants produce a full line of products. 
Consequently, the plants employ less 
specialized equipment, have a higher 
proportion of set-up and down time, and 
must face high retooling costs. Therefore, 
concludes the Commission, firms should 
be encouraged to grow, so that greater 
rationalization of product lines can occur 
within their plants. In this way, economies 
of large-scale production can be realized. 


Competition and oligopoly 


As a countervailing force to this need 
for larger firms, Canada requires a 
competition law that will preserve the 
advantages of market competition in an 
oligopolistic economy. 


In the Commission’s view, some of the 
merger and monopolization provisions of 
Canada’s proposed competition 
legislation reach too far. The Commission 
would prefer a law that deals with 
anticompetitive actions if and when they 
occur, rather than a law which operates on 
the basis of predictions about future 
actions — that is, on the basis of 
presuming that certain industrial 
structures are likely to lead to 
anticompetitive practices. The report 
urges that measures be considered to 
reduce artificial barriers to entry and 
encourage new competitors 
— such as measures to improve the 
availability of debt and equity capital and 
to facilitate licensing of products and 
technologies. 


The Commission further recommends 
that frequent reviews of competition 
policy be carried out to ensure that it 
matches the industrial policy of the day. 


Conglomerates 


Canada’s first large diversified company 
was the Canadian Pacific Railway 
Company which, in the late 1800s, started 
to expand from its base in railroads to 
ventures in related industries. However, it 
was not until after the second World War 
that other firms began diversification 
programs, creating what we know today as 
conglomerates. 


The Commission believes that 
acquisitions by conglomerates have not 
increased concentration within industries 
and have not in general decreased 
competition. Most diversifications by 
conglomerate firms have been into 
industries so unconnected to their 
present operations that they have not 
been able to take advantage of economies 
of scale and to realize substantial savings. 
On the other hand, diversification into 
unrelated sectors has helped allocate 
resources from old static industries to 


newer, more dynamic ones. 


Furthermore, says the Commission, 
there is no need for any general 
prohibition against conglomerate 
mergers. The proposed competition laws 
in Canada would be able to deal 
effectively with any competition questions 
that might arise. However, if there should 
be other overriding concerns in the public 
mind, it should be left up to Parliament to 
decide in the light of the circumstances at 
the time whether or not a conglomerate 
merger was against the public interest. No 
general legislative criteria can be 
established in advance by which all such 
mergers can be assessed. 


Foreign direct investment 


The report notes that the percentage of 
Canadian industry controlled by foreign 
interests has levelled off since the early 
1970s. Meanwhile, there is evidence to 
show that foreign firms continue to invest | 
in Canadian industries characterized by 
both high concentration and high barriers 
to entry. 


The Commission concludes that (1) on 
the whole, the benefits of foreign direct 
investment outweigh the costs; (2) the 
existing mechanisms to deal with foreign 
direct investment are adequate and need 
not be changed; and (3) ‘‘those 
administering the Foreign Investment 
Review Act are conscious of the benefits 
of foreign investment to Canada and give 
them adequate consideration.” 


Taxation 


Over the next seven years, the Canadian 
economy will require an estimated $460 to 
$520 billion to finance projected capital 
investment requirements. But, notes the 
report, domestic savings will not be 
adequate to finance this amount of 
business investment. As a solution, the 
report urges that two changes in the basic 
structure of taxation be considered. The 
first would be to eliminate the capital 
gains tax. As a source of revenue it has not 
been significant, and meanwhile it has 
acted as a disincentive to business 
investment and has been a complicated 
and costly addition to the tax system. 


The second change in the tax structure 
would be in the corporation tax. The 
Commission suggests that, instead of 
being taxed as it is earned, corporate 
income should remain exempt so long as 
it is employed in the business and should 
become taxable only after it is paid out in 
the form of dividends. 


By changing these two tax provisions, 
the Commission contends, funds which 
would not normally be available for 
investment purposes will be channelled to 
meet Canada’s future requirements. 
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Corporate disclosure 


The Commission believes that better 
disclosure of business information is 
necessary so that the public can make 
more informed judgments about what 
business does. It therefore recommends 
that the kinds of information available to 
the public be expanded. It recommends 
also that the confidentiality rules on 
information filed by very large 
corporations with governments should be 
relaxed but that, at the same time, an 
effort should be made to reduce and 
simplify requirements for corporate 
reporting of information to governments 


and to eliminate duplication of reporting 
demands. 


Corporate influence and the role 
of business in society 


The Commission also looked into the 
question of the extent to which large 
corporations can or do manipulate public 
opinion and public policy. It concluded 
that representatives of major corporations 
have ready access to government, but that 
the extent to which they have influenced 
government is unclear. The commission 
does recommend, however, that 
corporations should disclose the total of 
their political contributions in their annual 
reports. 


Some public concern had been 
>xpressed about conglomerates that have 
nterests in both the print and broadcast 
nedia. The Commission recomends that 
he Canadian Radio-Television and 
‘elecommunications Commission be 
siven the power to prevent broadcast 
nedia from acquiring or controlling major 
rint media (the CRTC already has the 
ower to prevent print media from 
Cquiring broadcast media). 


As far as social responsibilities of 
Orporations are concerned, the 
-ommission feels that “business should 
2sist both the pressure and temptation to 
e drawn into assuming responsibility for 
latters connected only tenuously, if at all, 
‘ith its prime economic function.” 
Owever, in the future, ‘the law will have 
) act positively to influence decision- 
laking within corporations to ensure that 
rporate decisions are made in 
>cordance with the desires of society.” 


At the end of its report, the Commission 
>tes that Canada can expect increased 
ncentration to occur, chiefly because of 
ternational competitive influences. The 
iblic must realize that vigilance and the 
fective use of appropriate instruments 
public policy are the best ways of 
aximizing benefits. The Commission 
ncludes that ‘no radical changes in the 
WS governing corporate activity are 
‘cessary at this time to protect the public 


The concentration of 


foreign investment in 
Canada 


Since many of the highly concentrated 
industries in Canada have a high degree of 
foreign ownership, the Royal Commission 
on Corporate Concentration devoted a 
chapter of its final report to the subject of 
foreign investment. 


According to the Commission, the 
ownership structure of foreign direct 
investment in Canada has changed 
significantly in the past generation. For 
instance, in 1954 non-American 


investment represented only 4% of the 
book value of all foreign investment, but 
by 1973 this figure had increased to 9%, 
and all signs indicate that the percentage 
has continued to rise. The degree of 
control by American companies appears 
to have reached its peak during the late 
1960s. The subsequent downtrend is 
expected by the Commission to continue, 
with the proportion of non-American 
foreign-controlled investment increasing. 
This is a trend that appears to be occurring 
internationally and is, according to the 
Commission, mainly due to the recent 
erosion of the comparative advantage 
inherent in the greater size of American 
firms and to the rising number of 
divestitures by American firms. 


Robert Dyckerson and Pierre Nadeau, the two members of the Royal Commission on Corporate 
Concentration at the press conference following the publication of their report. 


‘erest.”” 
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The Commission notes that, up until the 
mid-1960s, American firms benefitted 
from important economies of scale related 
partly to their larger size. But the size 
difference and the related advantages 
have been eroding in the past ten years to 
such a point that the sales of the world’s 
100 largest American corporations are now 
barely higher than the sales of the 100 
largest non-American corporations — the 
average sales of the former being $5.6 
billion and those of the latter $4.9 billion. 
The Commission cites several American 
studies which conclude that the growth of 
multinational corporations is linked to the 
growth of their national market base. This, 
of course, would favour the European 
multinationals, who have seen substantial 
growth occur in their home markets. The 
Commission also refers to the increase in 
competitive pressure placed upon 
American subsidiaries by European firms. 
The Commission’s views are in accord 
with those of other studies concerning the 
relative size of American companies, 
which show that the rate of expansion of 
foreign investment by European 
companies is greater than that by 
American companies. 


The second important factor which, 
according to the Commission, favours the 
relative growth of other-than-American 
investments in many countries is the 
number of divestitures by American 
corporations. One study shows that, 
around the world, the divestitures of 
foreign subsidiaries by American 
corporations was four times as high 
between 1971 and 1975 as between 1961 
and 1965. Meanwhile, a relatively small 
and declining number of subsidiaries 
were created between 1971 and 1975. 
Whereas in 1971 there were 3.3 new 
investments for each disinvestment, by 
1975 the ratio had declined to only 1.4. 
The Commission reports that most of the 
divestitures were due to inadequate 
earnings, rather than to any pressures 
from host countries. 


The patterns of international investment 
and disinvestment had several 
repercussions for Canadian industries. 
According to studies prepared for the 
Commission, a relatively high proportion 
of the disinvestments of recent years have 
occurred in unconcentrated industries 
and few have taken place in concentrated 
sectors. This is consistent with another 
finding of numerous Canadian studies, 
which show that foreign firms are more 
likely to invest in concentrated industries. 
In fact, researchers have identified a 
“strong direct correlation” between the 
degree of foreign ownership, the degree 
of concentration, and the presence of 
large firms. The degree of foreign 
ownership is much greater in those 
industries in which an oligopoly of three 
or four firms controls a large percentage 
of total sales. By contrast, the degree of 
foreign ownership is relatively small in 


those sectors where there are many small 
firms and where no single firm has a 
significant share of the market. 


According to the Commission, changes 
in recent years in the degrees to which 
various industries are foreign owned have 
by no means been haphazard, but rather 
have been related to the advantages that 
investments have in oligopolistic 
industries and the advantage of 
possessing certain core skills. The 
Commission notes that “the difficulties 
new firms face in acquiring these core 
skills contributed to the high 
concentration in these industries and the 
high level of foreign investment.” The 
Commission also observes that foreign 
subsidiaries in Canada can often be more 
productive than Canadian-owned 
companies because of their access to the 
core skills of the foreign parent. Further 
along in the discussion of concentration in 
Canadian industries, the report observes 
that many of the oligopolistic structures in 


Canada had first been developed abroad 
and then brought to Canada by the direct 
investments of the firms involved in the 
oligopoly abroad. The dominant firm in 
the oligopoly is apt to be the first to invest 
in Canada — and is soon followed by the 
others who wish to protect their market 
share. 


Despite the presence in Canada of many 
oligopolistic industries that have a high 
percentage of foreign firms, the 
Commission rejects the inference that 
foreign direct investment has increased 
the concentration in Canadian industries. 
For example, no relation was observed 
between the rate of foreign direct 
investment and changes in the level of 
concentration, and meanwhile it can be 
observed that Canadian industries with a — 
high degree of foreign ownership are no 
more concentrated than the same i 
industries in other countries where those ~ 
industries have a lower degree of foreign — 
ownership. 


Se ee ae 


Industrial concentration 1975 


a EEE 


Percentage of industry 
controlled by largest firms 


Major industries 


Rank of largest 
Canadian-owned 


firm 
Top 4 Top 8 in the industry 
Tobacco products 88.1 98.9 13 
Petroleum and coal products 75.4 88.0 7 
Communication (utilities) 72.4 79.6 1 
Transport equipment 70.1 75h 6 
Rubber products 63.1 81.0 10 
Primary metals 58.3 74.2 1 
Storage 56.1 70.6 1 
Metal mining 47.4 65.0 1 
Public utilities 46.3 61.1 1 
Mineral fuels 44.5 64.5 vi 
Beverages 44.4 65.8 1 
Transportation (utilities) 41.4 48.3 1 
Electrical products B93 57 1 
Textile mills 36.1 44.3 Me 
Paper and allied industries 35.0 49.0 1 
Machinery 28.8 37.5 y 
Other mining 27.4 35.8 5 
Non-metallic mineral products 272 30:5 3 
Chemicals and chemical products 25.5 36.3 6 
Wood industries 22.0 27.8 1 
Printing, publishing and allied 
industries 21:9 31.6 1 
Food 19.9 29:9 1 
Leather products 173 28.5 1 
Knitting mills 16.2 26.1 2 
Metal fabricating 14.2 20.5 1 
Miscellaneous manufacturing 13.9 20.3 3 
Retail trade 129 22.4 1 
Furniture industries 123 1933 y 
Finance 11.6 21.8 1 
Wholesale trade 9.0 Sol 1 
Services 8.2 ti 4 
Clothing industries 6.1 9.4 4 
Construction oye) 8.2 B 
Agriculture, forestry and fishing De 8.3 1 


Source: Statistics Canada 
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Incentives to industry 


a 


The following is a regularly updated list of 
the major incentives to industry offered by 
the federal and provincial governments 
and available to both Canadian and non- 
Canadian investors. To qualify, companies 
must be incorporated in Canada. 


FEDERAL GOVERNMENT 
INCENTIVES 


Note: a number of programs which are 
cost-shared and jointly administered by 
the federal and provincial governments 
are listed only under Provincial 
Government Incentives. 


Department of Industry, 
Trade and Commerce 


Enterprise Development Program (EDP) 


The program assists eligible 
manufacturing and processing firms to 
become more viable and internationally 
competitive through grants and loans. The 
grants are to help firms to develop 
proposals for project assistance, study 
market feasibility or productivity 
improvement, procure industrial design 
services, and develop or introduce new 
technology. Loans or loan guarantees 
assist restructuring or rationalization. 
Further grants or loans are also available 
to help firms to meet special problems or 
to further specific government objectives. 
Contact: Enterprise Development Board, 
Department of Industry, Trade and 
Commerce, 235 Queen St., Ottawa, 
Ontario, Canada K1A OHS. 


Small Businesses Loans Act 


Guarantees loans up to $75,000 from 
approved lenders to proposed or existing 
businesses whose actual (or estimated) 
gross revenue is up to $1 million. Contact: 
Small Business Loans Administration, 
Department of Industry, Trade and 
Commerce, 235 Queen St., Ottawa, 
Ontario, Canada K1A OHS. 


Machinery Program 


This program provides for remission of 
import duty on types of machinery not 
manufactured in Canada, when the 
importation of such machinery is vital to 
an enterprise. Contact: Machinery and 
Equipment Advisory Board, Department of 
Industry, Trade and Commerce, 235 
Queen St., Ottawa, Ontario, 

Canada K1A OHS. 


Agricultural and Food Products Market 
Development Program (AGMAP) 


Financial assistance to develop domestic 
and export markets for agriculture and 
food products. Contact: Program Unit, 
Agriculture Fisheries and Food Products 
Division, Department of Industry, Trade 
and Commerce, 235 Queen St., Ottawa, 
Ontario, Canada’ K1A OHS. 


Other Programs 


Financial assistance programs are also 
available for shipbuilding, defence 
production, fashion design, grains and 
oilseeds marketing and for export market 
development. Contact: Department of 
Industry, Trade and Commerce, 235 
Queen St., Ottawa, Ontario, 

Canada _ K1A OHS. 


National Research Council 


Industrial Research Assistance 
Program (IRAP) 


Shares cost of selected research projects. 
Contact: National Research Council, 
Montreal Road, Ottawa, Ontario, Canada 
KTA OR6. 


Pilot Industry/Laboratory Program (PILP) 


Provides shared-cost research between 
NRC laboratories and industrial firms. 
Contact: National Research Council, 
Montreal Road, Ottawa, Ontario, Canada 
K1A OR6. 


Department of Regional Economic 
Expansion (DREE) 


Regional Development 
Incentives Program (RDIP) 


The program provides grants and loan 
guarantees to foreign and Canadian firms 
undertaking ventures in designated 
regions in all provinces under the 
Regional Development Incentives Act. 
Incentives are provided principally to 
manufacturing or processing operations 
and loan guarantees are also available to 
certain new service facilities. The 
Montreal Special Area designated under 
the DREE Act is eligible for grants in 
certain manufacturing or processing 
sectors. Contact: /ndustrial Incentives 
Branch, Department of Regional Economic 
Expansion, Sir Guy Carleton Building, 161 
Laurier Avenue West, Ottawa, Ontario, 
Canada_ K1A 0M4. 


Federal Business Development Bank 
(FBDB) 


Provides financial assistance to business, 
particularly small business, in the form of 
loans, loan guarantees, equity financing 
or leasing. Management services are also 
available to small businesses. Contact: 
Federal Business Development Bank, 9017 
Victoria Square, Montreal, Quebec, 
Canada H3C 3C3. 
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PROVINCIAL GOVERNMENTS 
INCENTIVES 


ALBERTA 


Alberta Opportunity Company 


Provides financing for Alberta 
manufacturing and service businesses 
through direct loans or guarantees of 
loans for fixed assets or working capital 
when funding is not available from 
conventional lending institutions. 
Contact: Alberta Opportunity Company, 
Box 1860, Ponoka, Alberta, Canada 

TOC 2HO0. 


Canada-Alberta Subsidiary Agreement on 
Nutritive Processing Assistance 


The maximum grant under this program is 
35 per cent of the total capital required to 
build or expand a facility. The grant is 
restricted to nutritive processing 
operations in which raw or semi- 
processed products are physically or 
chemically altered, processed, or refined 
or made more marketable as nutritional 
products for humans, animals, or plants. 
The grants are available for operations 
anywhere in Alberta except Edmonton and 
Calgary. Contact: Executive Director, DREE 
Program, Agriculture Building, 11th floor, 
9718 — 107th St., Edmonton, Alberta, 
Canada _ T5K 2C8. 


BRITISH-COLUMBIA 


British Columbia 
Development Corporation 


The corporation provides financing in the 
form of term loans, loan guarantees, 
performance bonds, deficiency 
guarantees, leasing of buildings and 
machinery, and in special cases, equity. 
While there is no limit on the amount of 
funds the corporation may provide, in 
large scale projects it prefers to provide 
assistance in conjunction with other 
financial institutions. BCDC provides 
serviced land on a sale or lease basis to 
secondary manufacturing and related 
service industries. Land is available 
through the land development division. 
BCDC acts as project manager of large 
capital projects in British Columbia. 
Contact: British Columbia Development 
Corporation, 272 Granville Square, 200 
Granville St., Vancouver, British 
Columbia, Canada V6C 154. 


Ministry of Economic Development 


The business development program 
provides assistance in marketing British 
Columbia-manufactured products outside 
the province by providing financial 
support to businesses to participate in 
trade shows and trade missions outside 


Canada. It also provides a market 
development assistance program, a 
technical assistance program, a small 
businesses assistance program and a 
business information service on the 
availability and source of various forms of 
financial and other assistance to business. 
The new business service provides 
counselling and information about 
government regulations. Contact: 
Business and Industrial Development 
Branch, Ministry of Economic 
Development, Box 10111, 700 West 
Georgia St., Vancouver, British Columbia, 
Canada V7Y 1C6. 


MANITOBA 


Manitoba Research Council 


Industrial Development Assistance 
provides shared costs and technical 
assistance for research and development 
of new or improved products and 
processes. The Council’s Canadian Food 
Products Development Centre and 
Canadian Health Industry Development 
Centre provide advice, in-plant assistance 
and laboratory prototype work for food 
and feed industries and for products and 
devices in health care respectively. 
Contact: Manitoba Research Council, 155 
Carlton St., 5th floor, Winnipeg, 
Manitoba, Canada R3C 3H8. 


Manitoba Department of 
Industry and Commerce 


The Feasibility Studies Incentive Program 
assists manufacturing and processing 
industries with shared-cost feasibility 
studies on establishing or expanding 
manufacturing. The DREE Application 
Incentives Program provides shared- 
cost assistance to employ outside 
consultants in the preparation of 
applications to the federal government's 
Department of Regional Economic 
Expansion programs for the establishment 
or expansion of manufacturing facilities. 
The Productivity Improvement Program 
provides shared-cost assistance to identify 
problems and obstacles to growth. The 
Manpower Development Assistance 
Program provides cost-sharing of 
manpower development programs. 
Contact: Department of Industry and 
Commerce, 155 Carlton St., Winnipeg, 
Manitoba, Canada R3C 3H8. 


NEW-BRUNSWICK 


New Brunswick Industrial 
Development Board 


Provides financial assistance to 
manufacturers or processors, normally in 
the form of a loan guarantee or direct 
loan. Administers a joint federal- 
provincial interest-free forgivable loan 


program oriented to small businesses. 
Contact: Department of Commerce and 


Development, P.O. Box 6000, Centennial 
Building, Fredericton, New Brunswick, 


Canada _ £&3B 5HT7. 
New Brunswick Provincial 
Holdings Limited 


Will take an equity position in 
manufacturing companies locating in New 
Brunswick. Contact: N.B. Provincial 
Holdings Ltd., P.O. Box 6000, Centennial 
Building, Fredericton, New Brunswick, 
Canada _ £3B 5H7. 


Research and Productivity Council 


Provides technical supporter services for 
industry in New Brunswick, including 
engineering and problem solving, 
industrial research and development, and 
management consulting, on a 
cost-recovery basis. Contact: N.B. 
Research and Productivity Council, 
College Hill Road, Fredericton, New 
Brunswick, Canada_ £3B 5C8. 


NEWFOUNDLAND 


Newfoundland and Labrador 
Development Corporation 


This joint federal-provincial corporation 
provides equity and loan financing up to 
$2.5 million for establishing or expanding 
small and medium-sized businesses. 
Contact: Newfoundland and Labrador 
Development Corporation, P.O. Box 9548, 
44 Torbay Road, St. John’s, 
Newfoundland, Canada_ ATA 2Y4. 


NOVA SCOTIA 


Industrial Estates Ltd. 


Industrial Estates Ltd. is a crown 
corporation for the development of 
secondary industry in Nova Scotia. 
Long-term loans on 20-year first 
mortgages on 100% of the cost of new 
land and buildings of secondary 
manufacturers and up to 60% financing of 
new machinery with 10 years to repay. 
Minimum loan financing available under 
this program is $150,000. Contact: 
Industrial Estates Ltd, 5151 George St., 7th 
floor, Halifax, Nova Scotia, Canada 

B3J 1M5. Also 


Industrial Development Manager, 
Industrial Estates Limited, Niederkasseler 
Kirchweg 95, 4000 Dusseldorf 11, 
Germany. 


Nova Scotia Department of Development 


The Nova Scotia Department of 
Development is responsible for the 
development of businesses and 
industries. It offers loans to primary 
industries, tourism, and fishing through 
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| 
the Nova Scotia Resources Development 
Board. The department also has programs 
of assistance specific to marketing, 
management development, product 
design and development and opportunity 
identification; as well as a rural industry 
program offering capital grants to 
businesses wishing to expand, establish or 
modernize outside Halifax-Dartmouth. An 
industrial malls program encourages new 
small businesses and industries with 
rental and other assistance in the first year 
of their existence. There are other 
programs offered by departments of 
agriculture, lands and forests, tourism, 
labour, fisheries and education which may 
be relevant to businesses and industries. 


Contact: Nova Scotia Department of 
Development 5151 George Street, Halifax, 
Nova Scotia B3J 1M5. 


ONTARIO 


Ontario Development Corporation 


Programs include: industrial mortgages 
and leasebacks, export support loans, 
venture capital loans, pollution control 
2quipment loans, loans to small 
Dusinesses, tourist industry loans, and 
ncentive loans to encourage industries to 
ocate or expand in slow-growth areas of 
Intario. Contact: Ontario Development 
-orporation, Mowat Block, 3rd floor, 900 
tay St., Toronto, Ontario, 

vanada_ M7A 2E7. 


ntario Industrial Training Program 


\ssistance for training programs to 
ompanies locating in areas where such 
fograms will help improve employment 
portunities. Contact: Ministry of 
olleges and Universities, Industrial 
raining Branch, Mowat Block, 900 Bay St., 
oronto, Ontario, Canada M7A 2E7. 


etail sales tax exemption for production 
jachinery and equipment 

retail sales tax exemption is granted toa 
anufacturer or producer who purchases 
achinery and equipment which alters 

!€ goods in process as well as a wide 
iriety of mining, logging, waste removal 
1d pollution control equipment and 

her types of machinery. Contact: 

inistry of Revenue, Retail Sales Tax 
anch, Queen’s Park, Toronto, Ontario, 
Inada M7A 1X9. 


XINCE EDWARD ISLAND 


dustrial Enterprises Incorporated 


vides assistance for capital 
-penditures in the form of first mortgage 
‘ins on real estate and/or equipment. 
‘0 provides serviced lands and facilities 


' 


in industrial parks at attractive rates and 
flexible terms. Contact: Industrial 
Enterprises Incorporated, West Royalty 
Industrial Park, Charlottetown, Prince 
Edward Island, Canada CTE 1B0. 


P.E.1. Department of Industry and 
Commerce 


The Industrial Assistance Program 
provides assistance in the form of 
forgivable performance loans to 
manufacturing and processing 
businesses. Where the maximum capital 
expenditure is $25,000, eligible businesses 
may receive a maximum forgivable 
performance loan of $12,500 or 25% of the 
total capital cost and up to $2,000 for each 
new job created. The Service Sector 
Assistance Program provides assistance to 
primary resource industries and/or 
secondary manufacturers and processors 
to purchase new, used, or reconditioned 
equipment and machinery. It also assists 


in.the financing of construction or 
renovation of production facilities. For a 


maximum capital expenditure of $60,000, 
the amount of forgivable performance 
loan would be 25% of the approved capital 
costs to a maximum of $30,000 and up to 
$2,000 for each new full-time job created. 
Financing for these programs is on a joint 
federal-provincial basis. Contact: 
Department of Industry and Commerce, 
P.O. Box 2000, 180 Kent Sie 
Charlottetown, Prince Edward Island, 
Canada CTA 7N8. 


QUEBEC 


Quebec Industrial Development 
Corporation (QIDC) 


QIDC offers financial assistance to 
manufacturing projects in compliance 
with the industrial policies of the Quebec 
Ministry of Industry and Commerce. 
Long-term financing of capital costs, 
reduced rates of interest and shared 
equity in manufacturing projects, are 
available. These forms of financial 
assistance are offered to most sectors of 
industry in Quebec by QIDC together 
with direct government grants offered by 
DREE’s specially-designed zone in 
Montreal. Contact: Quebec Industrial 
Development Corporation, 1126, Chemin 
Saint-Louis, Room 700, Sillery, Quebec, 
Canada G7S 1765. 


Quebec Ministry of Industry and Commerce 


An industrial financing fund to encourage 
the development of small plants through 
fiscal abatement at the accrued rate of 25% 
annually and a tax rebate to encourage 
regional industrial development for the 
general industrial sector is available in 
addition to QIDC development assistance 
programs. (See listing above.) The costs of 
exporting Quebec-manufactured 


products are supported by interim 
financing. The ministry also contributes 
financially to the organization of trade 
missions, feasibility studies and market 
Surveys, promotes manufacturing under 
foreign licenses, conducts regional labour 
Surveys, and studies problems related to 
industrial productivity, at the request of 
potential investors. The ministry maintains 
permanent economic delegations in New 
York, Boston, Chicago, Dallas, Los 
Angeles, Toronto, Brussells, Dusseldorf, 
London, Milan, Paris, and Tokyo. Contact: 
Quebec Ministry of Industry and 
Commerce, Industrial Promotion 
Directorate, Place Ville-Marie, Suite 2300, 
Montreal, Quebec, Canada H3B 3M6. 


SOQUEM, SOQUIM, SOQUIP, 
SOQUIA, REXFOR 


These Quebec government-owned 
societies are involved in financial 
Participation in joint ventures with 
Canadian or foreign private sector 
investors in the mining sector (SOQUEM), 
oil and gas (SOQUIP), agriculture and 
food industries (SOQUIA) and forestry 
(REXFOR). Contact: Quebec Ministry of 
Industry and Commerce, Industrial 
Promotion Directorate, Place Ville-Marie, 
Suite 2300, Montreal, Quebec, Canada 
H3B 3M6. 


SASKATCHEWAN 


Saskatchewan Economic Development 
Corporation (SEDCO) 


Provides mortgages up to 20 years, loan 
guarantees, venture capital and industrial 
land for lease or sale. Contact: 
Saskatchewan Economic Development 
Corporation, 1106 Winnipeg St., Regina, 
Saskatchewan, Canada S4R 6N9. 


Department of Industry and Commerce 


The department of Industry and 
Commerce offers a multitude of 
development programs to assist 
manufacturers and processors located in 
the province. These include: the Aid to 
Trade Program for manufacturers who 
wish to extend their market areas through 
promotion; the Product Development 
Program to help develop new products 
and special processes, to improve 
products and to finance tests; the 
Management Development Program; the 
Small Business Interest Abatement 
Program and the Small Industry 
Development Program. These programs 
provide assistance up to 50 per cent of 
approved costs, except for the latter who 
provide forgivable loans, according to 
region and population, and abatement 
grants. Contact: Saskatchewan 
Department of Industry and Commerce, 
Power Building, 7th floor, Regina 
Saskatchewan S4P 3V7 
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Capital investment projects in Canada 


a 


I. Minerals 


This list shows major capital spending 
projects now in progress or proposed. 
Part | covers the minerals industry and is 
limited to projects costing over $5 million. 
Other industries will be covered in future 
issues of Foreign Investment REVIEW. 
Information on projects is obtained 
mainly from press reports verified, where 
necessary, by the companies concerned. 


This report was prepared for Foreign 
Investment REVIEW by L.E. Dewis, Analyst 
with the Capital Expenditures Group, 
Economic Analysis Branch, Department of 
Industry, Trade and Commerce. 


Canada has an established place in the world as a major producer and exporter of 
minerals, ranking third as a producer and first as an exporter. Among the more than 60 
minerals that Canada produces, it ranks first in the production of asbestos, nickel and 
zinc; second in molybdenum, potash, silver and uranium; third in gold and fourth in 
copper and lead. 


In 1977, the production value of non-fuel minerals and coal reached $8.8 billion — an 
increase of 11% over 1976. Of this amount over half was exported. 


The major areas showing notable increases in capital expenditures for 1978 are coal, 
uranium, asbestos and potash. ; 


A Canada-wide search for uranium is having a substantial impact on the mining scene. 
There have been several rich uranium discoveries in both Saskatchewan and British 
Columbia and there are plans for mine expansion and new refineries in Ontario. The 
outlook for coal is excellent: as many as 10 mines could be opened to produce either 
metallurgical or thermal coal, with seven projects receiving serious study in British 
Columbia and three in Alberta. The Ontario government has granted a lease to develop the 
province’s first coal mine, while in Nova Scotia, a new coal mine is being developed and 
another is being rehabilitated. A new lead-zinc mine is also being developed in that 
province. In New Brunswick, construction will start this year on a new potash mine and 
negotiations are underway on a second mine in the same area. In Quebec, several of the 
asbestos mining companies are undertaking investments for expansion and environmental 


improvement. 


Completion Cost 

Company and project description date ($ million) Location 
British Columbia 
B.P. Canada Ltd. and 
B.P. Canadian Holdings 

New coal mine 1980 400.0 Sukunka area 
Cominco Ltd. 

Expansion and modernization 1980 and Trail and 

program 1985 425.0 Kimberley 
Equity Mining Corporation 

New silver-copper mine (proposed) n/a 60.0 Houston area 
Kaiser Resources Ltd. 

Expansion of hydraulic coal mine 1979 40.0 Sparwood 
Denison Mines Ltd. n/a 800.0 Northeast 

Quintette Coal Mine (proposed) 

Saxon Coal Mine (proposed) 
Shell Canada Resources Ltd. 

New coal mine 1980 100.0 Lime Creek area 
Weldwood of Canada Ltd. 

and Luscar Ltd. : 

New thermal coal mine 1981 50.0 Campbell River area 
Alberta 
Calgary Power Ltd. 

Extended Highvale Coal Mine-Phase | 1980 50.0 Lake Wabamun 
Consolidation Coal Co. of Canada Ltd. 

Open pit coal mine (proposed) n/a 120.0 Nordegg 

New open pit mine (proposed) n/a 11.0 Blairmore 
E.S.1. Resources Ltd. 

Uranium recovery plant n/a 8.5 Calgary 
Gregg River Resources Ltd. 

New open pit coal mine (proposed) n/a 75.0 Hinton area 
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Completion Cost 


Company and project description date ($ million) Location 
Imperial Oil Ltd. 
New coal mine (proposed) n/a 80.0 Swan Hills 
Mcintyre Mines Ltd. 
Surface and underground coal 
development (proposed) n/a 150.0 Smoky River area 
Saskatchewan 
Amok Ltd. 
Uranium mine and mill 1980 133.0 Cluff Lake 
Eldorado Nuclear Ltd. 
Rehabilitation of nuclear refinery 1978 45.0 Radium City 
Housing program and mill renovations 1978 t7.0 Beaverlodge 
Uranerz Canada Ltd. and 
Saskatchewan Mining Development Co. 
New uranium mine 1979 100.0 Key Lake 
Manitoba & Saskatchewan Coal 
Company Ltd. 
Upgrading of coal mine and refinery 1978 50.0 Saskatoon area 
Potash Corp. of Saskatchewan Ltd. Saskatoon area 
Cory Mine, expansion 1979 12:2 
Rocanville Mine, expansion 1979 7.9 
Lanigan Mine, modernization 1981 40.0 
Manitoba 
Hudson Bay Mining & Smelting Co. Ltd. 
New ore concentrator 1979 26.0 Snow Lake 
Sherritt Gordon Mines Ltd. 
New copper-zine mine — 
Ruttan Mine 1978 30.0 Leaf Rapids 
Ontario 
Algoma Steel Corporation Ltd. 
MacLeod iron mine development, 
Stage IV 1979 69:0 Algoma District 
Denison Mines Ltd. 
Expansion, uranium mine and mill 1979 n/a Elliot Lake 
Eldorado Nuclear Ltd. Port Hope 
Uranium refinery improvements t979 21.0 Location under 
New uranium refinery (proposed) 1980 100.0 study 
Falconbridge Nickel Mines Ltd. Sudbury Area 
New mine development, Craig Mine 1983 n/a 
Lateral development, Fraser Mine 1979 n/a 
Smelter environmental improvement 
project, including new 
sulphuric acid plant 1979 95.0 
Inco Ltd. Sudbury area 
Major mining development projects: 
Machine repair complex 1979 29.0 
Development, Creighton Mine, 
including new ventilation shaft 1980 27.0 
Development of Levack East Mine 1983 56.0 
Onakawana Development Ltd. 
New coal mine 1978 100.0 Moosonee area 
Rio Algom Ltd. Elliot Lake 
Expansion of Quirke uranium mine 
and mill 1978 76.0 
Reactivation and expansion, Panel 
mine and mill 1980 100.0 
Texasgulf Canada Ltd. Timmins area 
Mine and mill expansion, Kidd Creek 
copper-zinc-silver mine 1979 139.0 
New copper smelter and refinery 1980 280.0 
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Completion Cost 


Company and project description date ($million) Location 
Quebec 
Alcan Aluminium Ltd. 

New aluminum smelter 1981 200.0 La Baie 
Asbestos Corporation Ltd. 

Environmental equipment 1978 30.0 Thetford Mines 
Bell Asbestos Mines Ltd. 

Expansion 1978-82 14.0 Thetford Mines 


1978 77.0 Asbestos 


Carey: 


improve 


Falconbridge op 
Corbet Mine development 
Orchan Mines Ltd. 
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Book list 


; 

| ’ ‘ 
International business 
| 


The Complete Book of International 
Investing: How to Buy Foreign Securities and 
Who’s Who on the International Scene 

; 


sslen, Rainer 
New York: McGraw-Hill Book Company, 
1977 


A description of the stock and bond 
markets in 23 countries outside the United 
States, and of the gold and gold shares 
markets, the Eurobond market and 
offshore tax havens. Market information 


exchanges, bond and new issues markets; 
danks, brokers and investment funds; tax 
dolicies; and the special characteristics of 
2ach market. 


air Trading in Europe 


dermann, A.H. and Colin Jones 
-ondon: Kluwer-Harrap Handbooks, 1977 
\ 
| A handbook on the anti-trust and 
lunsumer protection laws of the European 
conomic Community, the nine EEC 
ember states and the other major West 


‘uropean nations. 


fecing the Multinationals: A sourcebook on 
Bed Enterprises 

lurhan, Joan P., William H. Davidson and 
sahan Suri 

ambridge, Mass.: Ballinger Publishing 
“ompany, 1978 


_A book of statistical data that can be 
sed to trace the growth and spread 
Vverseas of several hundred U.S. 
jultinationals. Includes data on 
mployment, sales, assets, exports and 
ther activities of the companies’ foreign 
‘filiates. Part of the Multinational 
aterprise Project of Harvard Graduate 
chool of Business. 


/orker Self-Management in Industry: 
1e Western European Experience 


arson, G. David, editor 


ew York: Praeger Publishers, 1977 


Political science specialists examine the 
irrent state of industrial democracy, or 
orker participation in management, in 
fest Germany, Sweden, Britain, France 
nd Italy with a view to determining 
hether it represents a transition or an 
ternative to full worker self- 
anagement. 


ternational Business — 1977: A Selection 


enley, Donald S., Zahir Ahmed Quraeshi 
id Mushtaq Luqmani, editors 


East Lansing, Michigan: Michigan State 
University, 1977 


A compendium of articles published in 
1975-76 that are of interest to business. 
Topics include world markets and 
resources, trade and investment policy, 
international finance and accounting and 
multinational operations and 
environment. 


Project Feasibility Analysis: A Guide to 
Profitable New Ventures 


Clifton, David S., Jr. and David E. Fyffe 
New York: Wiley-Interscience, 1977 


A manual for executives on the 
preparation of a new venture feasibility 
study and investment proposal, including 
market, technical and financial analysis. 


Canada: Business, Investment, Government 
Policy 


Foreign Investment in Canadian Real Estate 


North, Lincoln W. 
Winnipeg: Appraisal Institute of Canada, 
a7 


A description of tax considerations and 
legislation — federal, provincial and 
municipal — affecting investments in real 
estate by aliens and non-residents. 


Problems in Canadian Marketing 


Thompson, Donald W., editor 
Chicago: American Marketing 
Association, 1977 


Papers, presented at the second 
Triennial Canadian Marketing Workshop 
in 1975, describe how cultural, 
demographic and political factors make 
the Canadian market different from the 
American. 


Steering a Course to Excellence: 
A Study of the Canadian Offshore Oil and 
Gas Service Industries 


Pallister Resource Management Limited 
Ottawa: National Research Council of 
Canada, 1977 


Reports on opportunities for 
development of the Canadian marine 
services industry and identifies the need 
for new technology if the industry is to be 
viable. 


The Canadian- United States Tariff and 
Canadian Industry: A Multi-Sectoral Analysis 


Williams, James R. 
Toronto: University of Toronto Press, 1978 


An examination of the effect of the 
Canadian and U.S. tariffs on Canadian 
industry and a theoretical and empirical 
analysis of the adjustment process that 
would occur in free trade. 


The Money Market in Canada 
How it works. . . the Arrangements, 
Practices and Instruments 


Sarpkaya, S. 
Toronto: S. Sarpkaya, 23 Addison 
Crescent, Don Mills, Ontario, 1977 


A monograph about the short-term 
money market, intended for businessmen 
and students. It describes market 
Operations and instruments in Canada 
(including a comparison with U.S. and 
U.K. markets), the market participants and 
tax aspects of money market transactions. 


Review of the North American Automotive 
Industry 
Automotive Task Force 


Ottawa: Department of Industry, Trade 
and Commerce, 1977 


The Canadian part of a Canada-United 
States study of the impact of changing 
economic conditions and new 
technological requirements on the North 
American automotive industry. It covers 
the motor vehicle manufacturing industry 
in North America, the automotive parts 
industry in Canada and prospects of 
offshore motor vehicle manufacturers in 
North America. 


Canadian Directorship Practices: 
A Critical Self-Examination 


Peterson, Susan assisted by Morris Heath 
Ottawa: The Conference Board in 
Canada, 1977 

Canadian Studies No. 48 


An examination of the views of 50 
‘outside’ directors of large public 
companies about the composition, 
selection and role of corporate boards of 
directors in Canada, including a section 
specifically concerned with the 
effectiveness of boards of 
foreign-controlled subsidiaries. 


Market Research Handbook, 1977-78 
Statistics Canada 


Ottawa: Statistics Canada, 1978 
Catalogue No. 62-224 


This handbook contains a broad range 
of Canadian marketing data. It includes 
economic indicators; federal, provincial 
and municipal revenue, expenditure and 
employment; merchandising and services 
data; population characteristics, personal 
income and expenditure; housing, motor 
vehicles, household facilities and 
equipment. 


All these publications are available from 
the publisher or authorized agents. Please 
do not order them from the Foreign 
Investment Review Agency. 
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Statistical tables 


ee 


QUARTERLY 
FIGURES 


ANNUAL 
FIGURES 


TABLE 1 — SUMMARY 


REVIEWABLE ACQUISITION CASES 


1977 1978 
first second third fourth first second 
quarter quarter quarter quarter quarter quarter 
Total 41 60 80 80 79 97 
Industry 
Primary 3 2 11 4 5 10 
Manufacturing 16 27 29 36 33 52 
Construction and services 22 31 40 40 41 35 
Country of control 
United States 25 39 55 52 62 65 
United Kingdom 10 10 9 11 8 13 
Other Europe 6 5 16 14 7 14 
All other — 6 — 3 Zz 5 
Value of assets ($000,000) 115.8 118.1 460.9 384.7 480.1 112282 
REVIEWABLE NEW BUSINESS CASES 
1977 1978 
first second third fourth first second 
quarter quarter quarter quarter quarter quarter 
Total 62 93 86 87 67 78 
Industry 
Primary 3 6 8 5 8 5 
Manufacturing 17 24 29 24 25 23 
Construction and services 42 63 49 58 34 50 
Country of control 
United States 35 48 50 51 43 49 
United Kingdom 5 11 6 8 4 6 
Other Europe 15 24 23 23 16 7, 
All other 7 10 7 5 4 6 
Planned investment 
($000,000) 43.2 51.7 28.6 678.9 37.9 90.6 
TABLE 2 — OUTCOME OR STATUS 
REVIEWABLE ACQUISITION CASES 
1974+ 1975 1976 1977 1977 1978 
six months 
Reviewable new cases 102 166 171 261 101 176 
Carryover from previous period — 52 54 65 65 73 
Total of above 102 218 225 326 166 249 
Total resolved 50 164 160 253 134 177 
Allowed 33 116 124 231 121 153 
Disallowed 8 21 19 12 7 11 
Withdrawn $) Ail 17 10 6 13 
Carried over to next period eZ 54 65 73 32 72 
Allowed cases as percent of resolved 66% 71% 78% 91% 90% 86% 
Value of assets ($000,000) 479 1,069.8 1,069 1,144.7 299 1,602.3 
REVIEWABLE NEW BUSINESS CASES 
19756 1976 1977 1977 1978 
six months 
Reviewable new cases 6 196 328 155 145 
Carryover from previous period — 6 58 58 52 
Total of above 6 202 386 213 197 
Total resolved _— 144 334 178 145 
Allowed —_ (AS 297 154 118 
Disallowed os 9 12 12 14 
Withdrawn _— 20 25 1p 13 
Carried over to next period 6 58 52 35 52 
Allowed cases as percent of resolved a 80% 89% 87% 81% 
Planned investment ($000,000) 4.7 324.3 802.5 95 128.6 


+ Provisions for review of acquisitions came into force April 9, 1974. 
* Provisions for review of new businesses came into force October 15, 1975. 
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TABLE 3 — COUNTRY OF CONTROL 
REVIEWABLE ACQUISITION CASES 


1974t 1975 1976 1977 

Total 102 166 171 261 
United States 61 116 109 171 
United Kingdom 21 15 28 40 
Other Europe a5 aa 34 41 
Belgium 1 2 1 2 
Denmark = = = 2 
France 3 6 6 6 
Germany, West 5 2 10 U5 
Italy = 2 1 3 
Liechtenstein 2 2 = = 
Luxembourg = = 3 = 
Netherlands = 5 = 4 
Norway = 1 = = 
Sweden = Je 9 2 
Switzerland 4 5 4 7 
All other 5 8 5 9 
Australia 2 1 = 1 
Bermuda — 2 1 — 
Japan 2 2 3 3 
Others 1 3 1 5 
Allowed cases as percent of resolved % % % % 
United States 65 7, 73 91 
United Kingdom 70 79 82 95 
Other Europe 71 50 86 90 
All other 50 30 100 80 


t Provisions for review of acquisitions came into force April 9, 1974, 


REVIEWABLE NEW BUSINESS CASES 


| 


1975* 1976 1977 

Total 6 196 328 

United States 4 90 184 

United Kingdom — 22 30 

| Other Europe 1 63 85 
Belgium = 1 = 
Denmark — 5 6 
| Finland = 1 1 
| France = 9 WH 
Germany, West = 22 26 

Greece == = 1 

Italy 1 9 10 

| Liechtenstein — 2 — 
Monaco = = 1 
| Netherlands = 2 3 
Norway = = 3 
Spain = 1 = 

Sweden = 3 9 
Switzerland = 8 8 
All other 1 21 29 

Australia — 2 3 

Hong Kong = 3 3 

India — 3 1 

Japan == 4 10 

Others 1 9 12 

Allowed cases as percent of resolved % % % 

United States — 73 88 

United Kingdom = 93 82 

Other Europe — 80 95 


All other = 91 81 
eee 


* Provisions for review of new businesses came into force October 15, 1975. 
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TABLE 4 — INDUSTRIAL SECTOR 
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REVIEWABLE ACQUISITION CASES 


iat 197597697 
Total 102 166 171 261 
Primary 15 18 15 
Agriculture 2 a 2 
Forestry 3 1 = 
Fishing and trapping a= 1 = 
Mines, quarries, oil wells 10 16 a3 
Manufacturing 47 82 93 
Food and beverage 5 10 9 
Tobacco products 1 1 = 
Rubber and plastic products 2 Z 3 
Leather 1 1 1 
Textiles Z = 2 
Knitting mills 1 1 _— 
Clothing = 2 1 
Wood 5 6 2 
Furniture and fixture = 2 4 
Paper and allied 1 2 1 
Printing, publishing, and allied — 3 1 
Primary metal = 3 7 
Metal fabrication 2 6 We 
Machinery 5 11 4 
Transportation equipment 8 6 3 
Electrical products 1 9 11 
Non metallic mineral products 8 a 9 
Petroleum and coal products = = 2 
Chemical 3 11 15 
Miscellaneous 2 3 6 
Construction and services 40 66 63 
Construction 2 22 2 
Transportation, communication, utilities 6 6 9 
Trade 18 37 38 
Finance, insurance, real estate 10 14 8 
Community, business, personal services 4 Zi 6 
t Provisions for review of acquisitions came into force April 9, 1974. 
REVIEWABLE NEW BUSINESS CASES 
1975* 1976 1977 
Total 6 196 o 
Primary Pe 12 
Agriculture a 2 
Forestry es aces 
Fishing and trapping - a 
Mines, quarries, oil wells = 10 
Manufacturing 2 67 
Food and beverage = 3 
Tobacco products << Ti 
Rubber and plastic products = a 
Leather a < 
Textiles a 2 
Knitting mills <= oa 
Clothing =a 2 
Wood = 2 
Furniture and fixture 1 2 
Paper and allied ae 1 
Printing, publishing, and allied cH = 
Primary metal ae 5 
Metal fabrication 1 10 
Machinery = 5 
Transportation equipment a 1 
Electrical products a 7 
Non metallic mineral products 5 3 
Petroleum and coal products = = 
Chemical a 6 
Miscellaneous rsa 14 
Construction and services 4 117 
Construction = m 
Transportation, communication, utilities 1 10 
Trade 1 68 
Finance, insurance, real estate 1 10 
Community, business, personal services 1 25 


* Provisions for review of new businesses came into force October 15, 1975. 
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News Briefs. 3 ee 
Ne 


industrial Strategy 


The Prime Minister of Canada, Pierre 
Elliot Trudeau, announced in November 
the creation of the Board of Economic 
Development Ministers and the 
nomination of its first president, Mr. 
Robert K. Andras. The Prime Minister said 
that the creation of this new portfolio 
represented a significant change in the 
organization of the Cabinet and had as its 
objective to concentrate and consolidate 
efforts to encourage economic 
development in Canada. This step 
followed last summer’s announced 
government spending cuts and re-ordering 
of priorities the stated objective of which 
was to stimulate industrial growth. The 
creation of this new economic portfolio, 
the high status it has been given, and the 
establishment of a ministerial committee 
were all steps aimed at coordinating 
existing and forthcoming economic 
policies developed by different 
departments, as well as improving the 
performance of their industrial programs 
and services. The first task of the Board was 
to ensure the successful conclusion of the 
consultation with the provincial 
governments and representatives of 
business and labour, which began in 
February. 

At their February 1978 conference the 
federal and provincial first ministers 
concluded that it was time that Canada 
take a hard look at its industry and evaluate 
its strengths and weaknesses in order to 
improve its international competitiveness 
and productivity. Most significant was the 
first ministers’ agreement to “seek out the 
active involvement of the private sector 
(business and labour) in federal-provincial 
discussions on specific development 
programs tailored to the . . . requirements 
of each of the manufacturing sectors.’’ As a 
result, task force committees were 
established for each of the 23 industry 
sectors identified (see box). 

This consultative effort, under 
government auspices, was an historical 
achievement in that it was the first time that 
business and labour worked jointly on 
major economic problems and developed 
specific recommendations. Though there 
were some disagreements, business and 
labour found themselves agreeing on more 
fundamental issues than previously 
thought possible. 

By July 1978 all 23 committees had 
submitted their reports and a Second Tier 
Committee, composed of 12 members 
representing government, business and 
labour, was established to identify the 


issues which transcended all the reports. 
By October the Second Tier Committee 
had submitted its report in which nine 
such issues were identified. They were the 
following: trade and multilateral trade 
negotiations; manpower and labour 
relations; taxation, research and 
development; energy; transportation 
costs; regional development; government 
purchasing; and the rationalization of 
Canadian industry. Among other things, 
the Second Tier Committee 
recommended: 


— that the formation of consortia be 
encouraged to profit from export 
opportunities; 


— that manpower funding should be 
redirected to ‘on the job” training; 


— that corporate taxation be evaluated 
with international competitiveness in 
mind; 


— that government R & D assistance be in 
the form of tax measures (write-offs and 
tax credits) or shared-cost grant 
programs; and 


— that industrial rationalization only be 
undertaken after considering its effect 
on employment, industrial efficiency, 
research and development, balance of 
payments and Canadian ownership. 
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Capital spending forecast 


Business capital expenditure in Canada is 
likely to increase substantially over the 
next few years, according to two recent 
surveys of investment intentions. 


The first survey, which was carried out 
by the Canadian Department of Industry, 
Trade and Commerce, indicates that the 
300 largest firms in Canada will spend 
almost $22 billion on plant and equipment 
in 1979. This would be an increase of about 
$3 billion over investments forecast for 
1978. The 300 firms in the survey account 
for 60 percent of non-agricultural business 
outlays in Canada. 


The manufacturing sector will show the 
greatest increase (22 percent) in 1979, a 
development which is a departure from the 
recent trend where the greatest investment 
increases occurred in major energy 
projects. Within the manufacturing sector, 
the transportation equipment industry will 
show the single largest investment increase 


as aresult of the establishment of anew 
Ford plant in Windsor, Ontario. Capital 
spending in the mining industry, which 
experienced considerable problems last 
year, is also expected to improve 
significantly in 1979, with investment 
increasing by 20 percent. 

The survey shows that foreign-controlled 
companies in Canada will increase their 
capital expenditure by 18.5 percent this 
year. That finding is confirmed by another 
survey carried out by the U.S. Department 
of Commerce which indicates that 
American corporations plan considerable 
increases in their investments in Canada. 
The authors of that survey expect 
U.S.-controlled firms to invest $7.5 billion 
(U.S.$) in Canada, which is an increase of 
$1.3 billion over last year. This 22-percent 
increase in U.S. investment in Canada is 
greater than the projected rate of increase 
in their total investments abroad (16 
percent). The greatest increase (25 percent) 
should occur in the manufacturing and 
petroleum sectors. Investments in those 
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two sectors will reach $2 billion and $3.8 
billion, respectively. The chemical, 
machinery and transportation equipment 
industries will show the largest increases. 
Somewhat smaller increases will occur in 
the iron ore and potash industries. 

The Canadian survey shows that 
Canadian firms will be increasing their 
investments more at home than abroad. 
Projected foreign investments by Canadian 
firms are expected to rise by 9 percent, 
while at home they should increase by 16 
percent. According to various analysts, this 
development is attributable to a number of 
factors. One is the depreciation of the 
Canadian dollar which has resulted in 
increased demand for Canadian products. 
Other factors are the remarkable rise in 
profits in 1978 and the increased plant 
Capacity utilization. For example, the food 
industry, which showed approximately a 
60-percent growth in profits, will invest 
about $350 million; this represents an 
increase of 40 percent. The pulp and paper 
industry, which benefited considerably 
from the depreciated dollar, will invest 
more than $1 billion this year. 

Expected increases in capital spending 


are confirmed by yet another survey of 
intentions carried out by the Conference 
Board in Canada. The survey showed that 
senior business executives are generally 
planning higher investment expenditures 
in the short term. 


Canada’s Labour-Cost Ranking 
Improves 


From 1970 to 1978, Canada considerably 
improved its ranking among 14 
industrialized countries from second to 
eighth in terms of industrial labour costs 
per hour. The analysis leading to this 
conclusion was prepared by Informetrica, 
an Ottawa-based economic research firm. 
The author took into account exchange 
rates as well as wage rates. Though the 
analysis is of 1977 data, a projection 
suggests that the order of ranking will be 
the same for 1978. 

The study showed that in 1970 labour 
costs in the United States were the highest 
among the 14 countries, exceeding those 
of Sweden by 40 percent. Canada ranked 
second that year with labour costs about 23 


percent below those of the United States 
and 15 percent above those of Sweden. 
Since then, however, the situation has 
changed considerably. By 1977, for 
example, the declining value of currencies 
and other factors led to the United States 
dropping to seventh place and Canada, 
eighth. That same year Swedish labour 
costs were 20 percent greater than those of 
the United States and 25 percent greater 
than Canada’s. 


The table below provides the relevant 
details of this study. 


Ontario repeals its Land 
Speculation Tax Act 


The Ontario Government has repealed 
its Land Speculation Tax Act which had 
been in operation since 1974. All land 
dispositions registered since October 24, 
1978 are no longer subject to the Act. 
Statutory liens were also eliminated on 
January 1, 1979. From that date, liens under 
the Land Speculation Tax Act, other than 
those registered on title, were abolished. 


ee 


Labour Costs per Hour for Industrial Workers in 14 Countries in Canadian Currency, 1970-78 


“Projection based on 1977 data. 
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An introduction to 
Canada’s coal 
industry 


by Alan Darisse 


Alan Darisse is editor of the Foreign Investment 
Review. He wishes to thank Scott Houston of the 
Economic and Policy Analysis Sector, Energy, 
Mines and Resources Canada, for his invaluable 
assistance in preparing this article. 


ee 


Coal is one of Canada’s most promising and interesting resource 
industries. Above all it is very complex with the various types of coal 
being subject to different economic forces and serving different 
markets. Due to space limitations in an article such as this, the 
industry will be presented in only its most rudimentary breakdown; 
that is, the elementary distinction between the metallurgical and 
thermal coal industries. In this way, it is hoped that the reader will 
have a fairly good, albeit general, knowledge of the history, situation 
and prospects of this important Canadian resource industry. 
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Historical profile of Canada’s coal 
industry 


Until the late 1940s, coal was Canada’s 
primary energy source used for space 
heating, locomotive fuel, steel-making 
and, to a lesser extent, electricity 
generation. Coal consumption rose 
steadily until 1948, when it peaked at 42.4 
million tonnes. Canadian coal production 
was situated in the far eastern and western 
provinces with production in the West 
being used mainly as locomotive fuel. In 
1948, Canadian coal production amounted 
to some 17 million tonnes. Remaining 
Canadian requirements were satisfied by 
imports from the United States, which 
primarily served central Canadian markets. 

The 1950s, however, were dismal years 
for coal in this country. Massive 
discoveries of oil and natural gas in 
Western Canada and the availability of 
relatively cheap imported oil led to coal 
losing traditional markets. Canadian coal 
production suffered a severe blow when 
the railways switched to diesel fuel. By 1961 
coal consumption had dropped to 19.4 
million tonnes and Canadian coal 
production to about 10 million tonnes. 

After several years of relative stagnation 
in the late 1950s and early 1960s, a number 
of factors combined to give the coal 
industry new life and hope. These included 
a growing market for thermal coal in 
electricity generation and the development 
of export markets for metallurgical coal. 

Since the mid-1960s, the use of thermal 
coal for electricity generation expanded 
rapidly in Alberta, Saskatchewan and 
Ontario. The expansion in Western Canada 
was based on minesite electricity 
generating plants, whereas, in Ontario, it 
was based on imports. Over the period 
1965-77, consumption of coal for electricity 
generation increased by 15.4 million 
tonnes to 22.4 million tonnes. Imports 
satisfied about 40 percent of total 
requirements in 1977. 

The metallurgical coal industry also grew 
considerably during the 1960s and early 


1970s. Unlike thermal coal, however, its 
rise was based on export markets, 
principally Japan. The federal government 
helped the industry to develop that market — 
for its coking coal. For a brief period : 
ending in 1971, the government subsidized 
freight costs on shipments from Alberta 
and British Columbia mine sites to 
tidewater. With the strength of the 
Japanese steel industry and its policy of 
diversifying its supply sources, Canada’s 
metallurgical coal exports rose sharply in 
the early 1970s. By 1977, metallurgical coal — 
production in Canada reached 13 million _ 
tonnes. It should be noted that Canadian 
metallurgical coal did not serve the 
growing Ontario steel industry because 
transportation costs made it uncompetitive: 
with the imported coal, which the steel 
industry traditionally relied on. 

The whole coal picture in Canada has 
substantially changed in the last 30 years. 
Coal is now primarily consumed for . 
electricity generation and steel-making. It 
is no longer used as a transportation fuel, 
and is employed only to a limited extent for 
space heating. By 1977, total coal 
consumption in Canada was 31.0 million 
tonnes, up some 12 million tonnes from 
1961 levels. Imports continue to play an 
important role, accounting for 50 percent 
of total coal consumption in 1977 and 
satisfying nearly all of central Canada’s 
requirements. 

Canadian coal production has 
undergone even more substantive 
changes. As the Eastern provinces declined 
in prominence as coal producers, the 
Western provinces became, in terms of 
both resources (Tables 1 and 2) and 
production (Table 3), the most important 
region and Alberta, the single most 
important province. Canada is now a 
principal exporter of metallurgical coal. 
Furthermore, production of thermal coal 
for electricity generation has increased 
substantially. In 1977, total coal production 
amounted to 28.1 million tonnes; sales 
were $670 million. Of this latter amount, | 
over 90 percent was attributable to export — 
sales of metallurgical coal. 


j 
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Yukon 
Territory 


Key influences on the structure of 
Canada’s coal industry 


Historically, Canadian coal producers 
have not supplied the central Canadian 
market. This situation is due to the 
following factors: 1) transportation costs 
have made Western coal uncompetitive; 2) 
U.S. thermal coal has had a superior 
heating value; 3) both Ontario Hydro and 
the province's steel industry have 
“captive” mines in the United States; and 
4) until 1978, Ontario lacked the necessary 
bulk-handling infrastructure for receiving 
the Western Canadian product. This 
situation was considerably improved in 
1978 by opening the Thunder Bay 
bulk-handling terminal in northwestern 
Ontario. The terminal will permit Western 


Northwest Territories 


Hudson Bay 


James Bay 


Ontario 


thermal and metallurgical coal to reach the 
Ontario market. Other factors which might 
lead to further penetration of the Ontario 
market by Western producers are the 
environmental benefits of the low-sulphur 
content in Western coal and the possibility 
of major Ontario consumers diversifying 
their supply sources. In fact, Ontario 
Hydro already has contracts with three 
Western Canadian mines for an annual 
delivery of 3.5 million tonnes of thermal 
bituminous and low-rank coals. 
Transportation is an important 
consideration for Canadian coal exporters. 
Canada must compete not only with the 
United States but with other Pacific Rim 
countries such as Australia, which have 
certain geographical advantages. For 
example, Canadian coal must travel an 


Source: Information from EMR, 1976 
Assessment of Canada’s Coal 
Resources and Reserves, 1977. 


SA-semianthracite 

LVB-low volatile bituminous 
MVB-medium volatile bituminous 
HVB-high volatile bituminous 
SB-subbituminous 

L-lignite 


Newfoundland 


Nova Scotia 


MVB 
HVB 


average of 700 miles to reach port on the 
coast of British Columbia, whereas 
Australian coal only travels about 100 miles 
to reach its port. This creates significant 
cost disadvantages for Canadian exporters. 
Given the soft world steel market and its 
cooling effect on Japanese demand for 
metallurgical coal, transportation will be a 
key to Canada’s ability to retain its share of 


that market. It will also be an important 
factor in Canada’s ability to take advantage 
of opportunities for thermal coal exports 
which are expected to open up over the 


next few years. 
Another fundamental economic 


consideration for thermal coal is its price 
relative to that of other energy sources, 
principally oil. The availability of cheap 
imported and domestic oil was one of the 
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root causes for the thermal coal industry’s 


decline in the 1950s. Coal’s competitive Table 1 ; 

position as a fuel source has improved Recoverable Coal? in Canada - 1976 
considerably, however, asa result of millions of tonnes of “raw coal’’)* 
actions taken by OPEC in 1973, which Pr ‘ = 

caused a quadrupling of oil prices. This led a 


in some cases to the replacement of coal 
for oil in electricity generation and made 
other uses, such as coal gasification and 
liquefaction, more economically attractive. 


Prospects for the coal industry 


As pointed out earlier, there is no such 
thing as the coal industry per se. The rather 
rudimentary division of the industry 
between metallurgical and thermal coal, 
each with its own history, means of 
production and markets, serves to show 
that this resource industry is no monolith. 
Consequently, the prospects for 
metallurgical and thermal coal are 
different, not being subject to the same 
production or market factors. 

The outlook for metallurgical coal is tied 
to that of the international steel market and 
Japan’s steel industry in particular. The 
prospects are not encouraging. For several 
years the Japanese have been making 
increasingly pessimistic steel output 
forecasts. The world steel industry's 


outlook offers little or no hope of any Table 2 
significant growth in the foreseeable : ° ; 
future, Therefore, Canada’s metallurgical Quantity of Coal Resources in Canada — (1976 Estimates) 


coal producers and exporters seem 
destined for some lean years, unless 
prospects in world steel markets improve 
markedly. 

The story is quite different for thermal 
coal. Authorities at the Department of 
Energy, Mines and Resources have forecast 
a significant long-term increase in demand 
for thermal coal, particularly low-rank 
Prairie coals. Most of this demand will be 
for minesite generation of electricity. By 
the late 1980s, however, significant 
amounts could be needed for 
steam-raising in tar sand and heavy oil 
processing. In addition, coal could be 
required as a feedstock for synthetic fuel 
and petrochemical production as the 
availability of conventional oil diminishes. 
Most of this increased demand for thermal 
coal will be in Western Canada. Production 
rates of 60.0 million tonnes per year are 
anticipated by 1990. Coal, however, is not 
expected to play as important a role in 
Ontario’s energy picture. Ontario Hydro 
planners have already stated their view that 
the economics of coal relative to nuclear 
energy dictates that the best future mix of 
generating units would be one coal-fired 
unit for every two nuclear ones. 

Though thermal coal producers will have | 
to deal with the longstanding problems of 7 : ; 9.0! —& 
distance and transportation costs, some : _ 
export opportunities might be opening up 


(millions of tonnes of coal in place)* 


in Japan, other Far Eastern countries and @ Recoverable coal is the part of a mineable coal deposit that can be delivered at the mine — 
Europe. Japan, for example, has been mouth as raw coal prior to further upgrading. 

seriously studying the use of thermal coal b Quality information is based on individual company intentions as to end use. 

for electricity generation and has a couple * Table originally expressed in short (2,000 Ib.) tons. 4 
of noteworthy projects that could lead to Source: EMR, 1976 Assessment of Coal Resources and Reserves. 
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significant import demand. The Electric 
Power Development Company, which is 
government-owned, has recently built a 
new electric power generating station 
which will use thermal coal. The Kyushu 
Power Company (in the southern island of 
the Japanese chain) is also constructing a 
coal-burning power house which will need 
thermal coal by 1980-81. In its current 
phase it is importing about one million 
tonnes of thermal coal annually for test 
purposes and, in three years, will require 
approximately three million tonnes. It is 
estimated that by 1985-86 about eight 
million tonnes will be imported annually. 
This is not to say that Canadian producers 
will definitely get a share of the new 
thermal coal export market; their success 
will, of course, depend on how well they 
can compete. What it does show, however, 
is that there are some promising signs for 
thermal coal exports. 


Canadian policies and programs 
for coal 


The Canadian government has been 
actively encouraging the development and 
use of energy sources, including coal, as an 
alternative to imported oil. The 
government articulated its energy policy in 
the 1976 publication of A National Energy 


Strategy, the overall objectives of which 
were to reduce Canada’s “vulnerability to 
arbitrary changes in price and prolonged 
interruptions in supply” and to develop 
“self-reliance” by “supplying Canadian 
energy requirements from domestic 
resources to the greatest extent 
practicable.” The strategy has anumber of 
elements of which the following are the 
most directly relevant to coal: 1) increased 
exploration and development; 2) increased 
resource information; 3) interfuel 
substitution; 4) new delivery systems; and 
5) increased research and development. 

Though the policy element on 
exploration and development was directed 
at oil and gas, the Canadian government 
has cooperated with provincial 
governments in a number of joint projects 
relevant to coal. With Nova Scotia the 
Canadian government agreed to 
participate in a $7.5 million drilling 
program for onshore and offshore coal 
exploration. With British Columbia it 
participated in a $10 million program to 
evaluate the geological, environmental, 
manpower, transportation and townsite 
factors related to the possible 
development of coal deposits in the 
northeastern part of that province. 

The second policy element was to 
increase resource information. The 


objective was to create a National Coal 
Inventory Program designed to determine 
and compile data on the quantity, 
mineability and economics of Canadian 
coal as well as to interpret the information 
to provide cost and availability estimates of 
coal reserves. The information was to be 
gathered with the provinces on a provincial 
basis. 

The third element of interest was 
interfuel substitution. This involves 
encouraging the substitution of coal and 
other domestic energy sources for 
imported oil in electricity generation and 
encouraging substitution capability in the 
design of energy conversion systems such 
as coal gasification. 

The fourth element concerned new 
delivery systems. In general, the objective 
was to ensure that the Canadian 
transportation system be as efficient as 
possible in linking producers and 
consumers within the country and in 
providing producers a reliable system for 
delivering their coal to foreign markets. 

The fifth and perhaps most important 
element was to increase research and 
development. The strategy stated 
unequivocally that ‘‘the decline of coal as a 
major source of energy must be reversed. 
To accomplish this, new approaches to 
mining, protecting the environment and 


transporting and utilizing coal are 
required.” Consistent with this 
orientation, the Canadian government has 
contributed to several R & D projects 
related to energy in general and coal in 
particular. It participates in the 
Alberta/Canada Resources Research Fund, 
which includes projects in coal mining and 
in situ gasification. It is collaborating with 
private industry and utilities in the funding 
of aresearch and development program on 
the substitution of coal for oil and natural 
gas. This research effort covers gasification 
and liquefaction of coal, and new methods 
of burning coal. 

The government's contribution to the 
development of the coal industry has not 
been limited to the domestic market. 


Realizing the immense value of foreign 
markets, the departments of Industry, 
Trade and Commerce and Energy, Mines 
and Resources jointly prepared a thorough 
market survey of world requirements for 
both coking and thermal coal in Europe, 
Latin America and Asia. This was made 
available in 1976 to the Canadian coal 
industry as a useful marketing and 
intelligence tool. 

Another government initiative related to 
foreign markets has been sales missions. In 
1977, the above-mentioned departments 
organized a sales mission to Japan and 
other Far Eastern countries for companies 
hoping to sell or expand sales of coking 
coal. A similar program was provided in 
May 1978 for thermal coal. 


Metallurgical (Japan) 


Summary 


Geography, history and economics have 
made Canada’s coal industry rather 
complex and unique. Geography has 
separated Canada’s coal producers from 
some of the country’s largest consumers. 
History and economics have at one time or 
other made coal prince and pauper of the 
resource industries. Though data on 
resources and demand projections tend to 
be speculative, it is clear that coal will play 
an increasingly important role in this 
country’s future: its potential suggests it; 
government policy recommends it; and 
the diminishing availability of other energy 
sources requires it. 


Chief Type of 
Markets Mining 
Metallurgical Underground 
Thermal Power Underground 
Thermal Power Underground 
Thermal Power Surface 
Thermal Power Surface 
Thermal Power Surface 
Thermal Power Surface 
Thermal Power Surface 
Thermal Power Surface 


Surface and 


Table 3 
Principal Canadian Coal Producers in 1977 
Company and location Estimated Coal 
Production? Rank? 
Se pee wh ie Sle a 8 (000.0) dpe aac ee 
Nova Scotia 
Cape Breton Development Corporation 

No. 26 Colliery, Glace Bay 707 Hvb 

Lingan Mines, Lingan 1,400 Hvb 

Prince Mine, Point Aconi 208 Hvb 

New Brunswick 

N.B. Coal Limited, Minto 317. Hvb 
Saskatchewan 

Manalta Coal Ltd. 

Klimax Mine, Estevan 1,600 Lig 
Utility Coals Ltd., Estevan 1,300 Lig 
Manitoba and Saskatchewan Coal Company (Limited) 

Boundary Dam Mine, Estevan 1,600 Lig 

Bienfait Mine, Bienfait 544 Lig 
Saskatchewan Power Corporation 

Souris Valley Mine 318 Lig 

Alberta 
Coleman Collieries Limited, Coleman 813 Mvb 
The Canmore Mines, Limited, Canmore 110 An 
Cardinal River Coals Ltd., Luscar 1,600 Mvb 
McIntyre Mines Limited, Grande Cache 1,800 Lvb 
Forestburg Collieries Limited, Forestburg 900 Sub 
Manalta Coal Limited 

Vesta Mines, Halkirk 410 Sub 

Roselyn Mine, Sheerness 410 Sub 

Whitewood Mine, Wabamun 1,500 Sub 

Highvale Mine, Sundance 4,500 Sub 

British Columbia 
Kaiser Resources Coal Ltd., Sparwood 5,500 Mvb 
Fording Coal Limited, Elkford 3,100 Mvb 
Byron Creek Collieries, Corbin 350 Mvb 


a Clean coal or as shipped tonnes. 

b Lvb — Low volatile bituminous. Mvb — Medium volatile bituminous. 
Lig — Lignite. An — Semi anthracite. Hvb — High volatile bituminous. 
Sub — Sub bituminous. 

Source: Coal by J. Aylsworth, Canadian Mining Journal, February 1978. 


Underground 
Metallurgical (Japan) Surface and 

Underground 
Metallurgical (Japan) Surface 
Metallurgical japan) Surface and 

Underground 
Thermal Power Surface 
Thermal Power Surface 
Thermal Power Surface 
Thermal Power Surface 
Thermal Power Surface 


Metallurgical (Japan) 


Metallurgical (Japan) 
Thermal Power 
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Surface and 
Underground 
Surface 
Surface 


West European 
Investments in 
Canada 


by Gilles Gratton 


Gilles Gratton is editor of L'investisseur étranger, 
which is the French counterpart of the Foreign 
Investment Review. 


is 


In recent years, European multinational corporations have been 
gaining significant ground on their U.S. counterparts. European firms 
have taken the lead in some sectors and have significantly improved 
their rank in many others. For example, Hoechst and BASF have 
become world leaders in the chemical industry; Philips 
(Netherlands) and Siemens (West Germany) now rank third and 
fourth as producers of household appliances and electronic 
equipment; Gutehoffnungshutte and Brown Boveri are second and 
third in general engineering; Flick and Reed have joined Bowater in 
the top ten of world paper production; and Hoechst, Bayer and 
Ciba-Geigy are the leading pharmaceutical producers, ahead of 
Johnson & Johnson. Recent trends of European investments in 
Canada must be viewed in light of this international background. 


iio. so et es eS he 


West European investments in Canada 
have increased significantly since the 
Second World War. Their rate of increase 
has actually surpassed that of U.S. 
investments. This comparison, however, 
can be misleading because the European 
base in Canada is very much smaller than 
that of the United States. Nevertheless, the 
European presence is growing as a result of 
the increasing international strength of 
European multinationals, their search for 
secure supplies of primary resources and 
the view of some of them that Canada is a 
good place to enter the North American 
market. 


The early role of British investment 


In any survey of European investment in 
Canada, the role of British capital deserves 
special mention because of its importance 
in the early commercial development of 
the country. Two corporate giants, the 
Hudson’s Bay Company and Canadian 
Pacific, both formerly predominantly 
British-owned, serve as reminders of the 
early preeminence of British investment in 
Canada. But it is not as well known that the 
London bond market was the principal 
source of foreign capital for the 
development of Canada until well into the 
current century. Indeed Britain remained 
the largest single foreign investor in 
Canada until about 1920. 

The book value of British capital invested 
in Canada in 1930 amounted to $2.8 billion. 
Thereafter, through the 1930s and 1940s 
little new investment flowed from Britain to 
Canada, and as much of the earlier 
financing had been through bonds, 
repayments and some defaults in the 
depression years greatly reduced the stock 
of British-owned capital in Canada. By 1950 
the book value of British investment in this 
country had declined to $1.8 billion of 
which under $500 million represented 
direct investment (i.e. investment in 
British-controlled companies) and $1.3 
billion represented portfolio investments. 


This investment pattern changed 
dramatically in the 1950s. From 1950 to 
1960, the value of Britain’s direct 
investments increased from under $500 
million to $1.5 billion, while its portfolio 
investments rose from $1.3 billion to $1.8 
billion. In 1960, British interests controlled 
almost 1,400 firms in Canada, including 400 
manufacturing firms, 430 commercial 
businesses and about 250 financial 
institutions. Most of the investments were 
made in the oil, forest products, textile, 
chemical and transportation equipment 
industries. The 12 largest accounted for 
over $1 billion of the total. The latter 
included British Petroleum, Shell, Bowater, 
Reed, C.I.L., Imperial Tobacco, Tate and 
Lyle, Cadbury, Rowntree, A.V. Roe 
Canada, Vickers and Rio Tinto. During the 
1960s and 1970s many of the British firms in 
Canada strengthened their position in the 
North American market through expansion 
and diversification. 


Investment from continental 
Furope 


European (other than British) investment 
in Canada only began to be significant in 
the early 1960s. Before then, most 
European capital came to Canada in the 
form of portfolio investments, but even 
these were very small. By 1946, for 
example, the value of European direct 
investments had reached only $63 million, 
with only $11 million going to 
manufacturing and over $40 million, to 
financial institutions. In all, there were 
approximately 80 European firms, most of 
them financial institutions. The 1950s, 
however, saw the value of European direct 
investments rise sharply from $80 million in 
1950 to $800 million in 1960 while the 
number of continental European firms rose 
to 300 in 1955, and to over 500 in 1960. In 
this period, Belgians were the leading 
European investors, with investments 
totalling about $225 million. They were 
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followed by the French ($180 million), the 
Swiss ($150 million), the Germans ($110 
million), the Dutch and the Swedish ($35 
million). Though a large proportion of the 
investments were still destined for financial 
institutions, other trends were already 
becoming apparent. Half the 
manufacturing investments were 
earmarked for the development of the 
non-metallic mineral industry, mainly 
cement, and oil refining. Furthermore, 
direct investments in primary metals 
manufacturing were increasing. 

In addition to being highly concentrated 
in alimited number of industrial sectors, 
the bulk of European investments were 
confined to a very limited number of large 
corporations. Most Belgian investments, 
for example, were being made by 


Petrofina, the Société générale de 
Belgique, the Cimenteries CBR and the 
Empain Group who together accounted for 
$175 million of the $225 million invested by 
1960. This concentration was also true of 
French investments which were mostly 
accounted for by Air Liquide, Lafarge and a 
few financial institutions. Dutch 
investments were largely concentrated in 
four companies: Shell (a Dutch-British 
firm), Philips, Nationale Nederlanden N.V. 
and the Patino Group. 

Like the British, continental European 
investors considerably expanded their 
Canadian activities in the 1960s and 1970s. 
The two most significant developments of 
the 1970s were : |) the establishment of an 
increasing number of small- and 
medium-sized European firms in Canada, 


active mainly in the manufacture of 
machinery, electrical products and 
chemicals; and 2) the considerable 
increase of European investment in energy 
exploration, principally uranium and 
petroleum. Equally of note, the rising 
number of acquisitions of U.S. firms by 
European companies had repercussions in | 
Canada, where European firms indirectly 
acquired Canadian subsidiaries of 
American firms. For example, when 
Thyssen, a company which already had 
significant interests in Canada, acquired 
control of the Budd Company of the 
United States, it also acquired an interest in | 
the Canadian subsidiary, Budd Automotive 
of Canada, which produces automobile | 
chassis for General Motors. 

A measure of the importance to Canada 
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of European investment can be gained 
from the fact that European investors, or 
companies controlled in Europe, have 
accounted for just under 30 percent of the 
takeover proposals and over 35 percent of 
the proposals to establish new businesses 
submitted to date for review under the 
Foreign Investment Review Act. 

Though European investments in 
Canada, including those by British 
investors, have been expanding rapidly, 
they have attracted considerably less 
attention than U.S. investments. This can 
be attributed to the relatively smaller 
volume of European investments 
compared to those of the United States, 
their concentration in industrial sectors 
and, with few exceptions, their very limited 
Participation in the production of 
consumer products in Canada. The 
consumer products they are associated 
with, such as Lipton soups, Philips home 
appliances, Nestlé foods and Unilever’s 
Lux soap, have been in Canada for so long 
that most Canadians are no longer aware of 
their foreign roots. By far the greatest part 
of European manufacturing investment is 
still in the production of industrial 
products such as cement, machinery, 
chemicals and electrical equipment. The 
leading European investors in these areas 
are the Germans (Kugelfischer, Siemens, 
Klockner-Moeller, Demag, Klockner- 
Humboldt-Deutz and O & K Orenstein and 
Koppel), and the French (Leroy-Somer, 
Linier, HES Machine Tools, Levage Sepa 
and Moteurs Drouard). Other Eu ropeans 
in this sector are the Italians, Danish and 
Dutch (Dikkers, Hughes-Owens and 
others). 

Europeans have become important in 
the construction and construction 
products sectors as well as in the 
manufacturing of industrial products. 
Many European firms were active in 
Canada’s industrialization, especially in the 
development of an infrastructure and 
extensive power network. The 
construction firms of Camus, Dumez, 


Sweden Other Eu rope 


Italy 


Grands Travaux de Marseilles, Franki and 
Impreglio-Spino all participated in the 
development of highways, roads, bridges 
and hydro-electric dams. Impreglio-Spino, 
an Italian-Canadian firm in which three big 
construction firms from Milan (Impresit, 
Girola and Lodigiani) have interests, holds 
the largest contract in the multi-billion 
dollar James Bay hydro-electric project. 
Europeans also have an important stake 


European Investment 
in Canada — 1975 


(millions of dollars) 


Source: Statistics Canada 


European 
Direct 
Investment 


in the building materials sector. For Total 6,924 
example, the Canadian cement industry is European 
almost entirely controlled by European 

: ‘ Controlled 
firms: Lafarge, which controls about 40 ivuctinent 
percent of the market and has successfully Total 13,684 


penetrated the U.S. market, Genstar 
(Société générale de Belgique and 
Associated Portland Cement 
Manufacturers of Great Britain) and 
Ciments Saint-Laurent (Holderbank of 
Switzerland). In the construction products 
manufacturing sector, one finds German 
(Danzer, Manessmann, August 
Thyssen-Hutte and a few others) and Dutch 
firms, including Hunter-Douglas. Didier 
recently established a $25-million plant for 
producing firebricks near the SKW works 
in Bécancour. The Canadian cement, steel, 
non-ferrous metal and chemical industries 
will now be able to obtain supplies in 
Canada which they previously had to 
import. Furthermore, 80 percent of 
Didier’s products will be exported. 

In the past few years, European 
manufacturers have set up firms to 
produce equipment for the mining, oil and 
chemical industries. Examples are Fried 
Krupp of Germany and Nuova Raccordi 
Forgiati of Italy. This Italian firm is 
associated with a new $30-million joint 
venture (Uniracor Ltd.) to produce steel 
pipe fittings. These products, which have 
been mostly imported at a cost of about 
$45 to $60 million, are used in the chemical 
and petrochemical industries, and in 
nuclear facilities. 

Prominent European chemical firms are 
also well established in Canada. They 
include Imperial Chemical Industries of 


Netherlands 


U.K. 


France 


Belgium & 
Luxembourg 


Switzerland Germany 
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Foreign Direct Investment in Canada 


@ Includes a small amount of non-European investment 


Source: Statistics Canada 


Distribution of Foreign Direct Investment in Canada 


by Industry, 1975 
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England, Ciba-Geigy, Pechiney Ugine 
Kuhlmann, BASF and Hoechst. More 
recently KemaNord AB of Sweden has 
announced that it will build a sodium 
chlorate plant, making possible a reduction 
in imports of that product, which is used in 
paper production. 


European investment in resource 
development 


European investment in the exploration 
and development of Canada’s mineral and 
oil resources has also grown mainly since 
the 1950s. It is interesting to note that a 
number of the European firms in this 
investment field are either state-controlled 
or have some state participation. A 1977 
Canadian government survey showed that 
no less than 45 European-controlled firms 
in Canada in resource development had 
some form of foreign government 
participation. 

B.P., Shell and Petrofina are the largest 
European companies involved in Canadian 
oil and gas exploration and development. 


Total Petroleum, a subsidiary of the 
Compagnie Frangaise des Pétroles, also has 
an important stake in numerous oil and gas 
fields. Elf and Aquitaine, whose Canadian 
assets are valued at almost $500 million, are 
each carrying out aggressive exploration 
programs. Aquitaine, moreover, holds a 
75-percent interest in a major gas 
processing plant. The Italian group ENI has 
exploration rights off the Atlantic coast, 
while a consortium of German firms, 
Deminex, is exploring frontier zones. 


European firms have been particularly 
visible in uranium exploration. Amok, a 
French company, has initiated a large-scale 
production program in Saskatchewan 
involving the investment of about $130 
million over the next two years. Seru 
Nucléaire (Canada), a subsidiary of the 
Société d’Etudes et de Recherches 
d’Uranium de France, is cooperating with 
Canadian interests in the exploration of the 
James Bay area. Uranerzbergbau and the 
Government of Saskatchewan are jointly 
involved in the $100-million development 
of anew mine. B.P. is carrying out 
extensive uranium exploration and 
subsidiaries of the Italian Ente Nazionale 
Indrocarburi have concluded joint-venture 
agreements with Canadian firms to explore 
for uranium. Indeed as interest in uranium 


exploration has quickened in recent years, 
a sizable number of consortia involving 
Canadian and European investors have 
been formed to search for this valuable 
resource. 

European firms are also active in other 
mining sectors. They include Patino N.V. 
with copper-gold mines in Quebec and 
Elco Mining Ltd., a consortium of six 
European firms involved in the 
development of coal properties in British 
Columbia, as well as firms active in mineral 
exploration, such as Metallgesellschaft and 
Pechiney Ugine KuhImann. 


European investment in finance 


The financial sector has traditionally 
been one of the most active destinations 
for European capital in Canada. In fact, well 
over 20 percent of European direct 
investment is in this sector. One has only 
to think of the British insurance 
companies, Norwich Union Life, 
Commercial Union Assurances, Royal and 
Standard, and Prudential. In addition, the 
Crédit foncier Franco-Canadien, was 
established at the end of the 19th century, 
with the participation of European 
investors. Others who have established 
themselves in this country are I’Abeille and 
La Paix which are known in Canada as the 
Victoire Group. The 
Nationale-Nederlanden, N.V. also has 
considerable holdings, as do Holland Life 
Insurance and Ennis N.V. of The Hague. 

The European industrial presence in 
Canada and the internationalization of 
financial transactions have drawn a 
significant number of financial institutions, 
affiliated with European banks, to Canada. 
At present Canadian legislation places 
restrictions on foreign ownership of 5 
Canadian chartered banks. No shareholder — 
or his associates (whether Canadian or ; 
non-resident) may hold over 10 percent of 
the voting stock of a bank and the 
collective holdings of non-residents are 
limited to 25 percent. Foreign banks, ¥ 
however, did contribute to the formation a 
of the two newest Canadian banks. The 
British bank S.G. Warburg and the Paribas 
International Group each acquired an | 
interest in the share-capital of the 4 
Commercial and Industrial Bank, and the 
Deutsche Genossenschaftsbank is also a 
shareholder in the Northland Bank. As 
well, a considerable number of affiliates of 
European banks are providing, either alone — 
or in partnership with others, a variety of 
financial services in Canada — the making 
of loans, leasing, factoring and venture 
capital activities. In addition many 
prominent European banks have 
established representative offices in 
Canada. Proposed changes in Canadian 
banking legislation will permit the 
establishment of wholly foreign-owned 
banks in Canada. It is expected that a 


L 


FOREIGN INVESTMENT REVIEW, SPRING 1979/PAGE 1m 


Soviet and East 
European Direct 
Investment in 
Canada 


by Carl H. McMillan 


Carl H. McMillan is Director of the Institute of 
Soviet and East European Studies of Carleton 
University in Ottawa. 


SS ee 


In March 1978 the Economic and Social Council of the United 
Nations published the conclusions of its first major re-examination 
since 1973 of the role of the transnational corporation in world 
development. The report revealed that from 1967 to 1976 the relative 
importance of foreign direct investment from both developing and 
socialist countries had increased. Canada has been one of the 
countries affected by increased socialist foreign investment. 


I rare ge i ee 


The socialist countries of Eastern Europe 
(USSR, Bulgaria, Czechoslovakia, German 
Democratic Republic, Hungary, Poland 
and Romania) have been following over 
the past decade a strategy of re-entry into 
the world economy. An important facet of 
this strategy has been the establishment of 
companies in the West, either wholly- 
owned or owned jointly with local or other 
foreign partners. Most of these companies 
have been formed in industrialized 
Western countries, but an increasing 
number of direct investments have been 
made in developing countries. The 
East-West Project in the Institute of Soviet 
and East European Studies at Carleton 
University in Ottawa has identified 356 
companies in the OECD countries in which 
equity was held at the end of 1978 by state 
enterprises of the USSR and its six East 
European partners in the Council for 


Mutual Economic Assistance (COMECON). 


In addition it has found 179 Soviet and East 
European direct investments in developing 
countries. Of the 356 OECD companies 23 
percent are wholly owned by socialist 
parent enterprises. The socialist share 
amounts to 50 percent or more in all but 15 
percent of the remaining mixed equity 
companies. 

The major socialist investors in the 
industrialized West are the USSR (91 
companies), Poland (87) and Hungary (57). 
They have invested mainly in Germany, 
France, the United Kingdom, Austria, Italy, 
the Benelux countries and Sweden. By 
end-1978, 39 Soviet and East European 
companies had been established in North 
America, 15 in Canada and 24 in the United 
States. Ten of the U.S. companies were 
founded after 1975 (2 in 1978), whereas 
only one new company was established in 
Canada during that period. 

Information on the book value of 
socialist direct investment in the West is 
fragmentary. Carleton’s East-West Project 
estimates the assets of companies in the 
industrialized West, in which there is 
socialist equity, at over $750 million. Much 
of this is concentrated in the 23 banks and 
insurance and leasing companies owned 
by the socialist countries. The average 
assets of the remaining companies barely 
exceed $1 million. 

The reasons for the small average value 


of the assets of most socialist companies 
abroad is that they are concentrated in the 
service sector, especially in marketing and 
transportation. Socialist investments in the 
West, however, are becoming more 
diversified with a growing number of 
banks and more investments in the 
extractive and manufacturing industries. 


Soviet and East European 
investments in Canada 


The 15 Soviet and East European 
companies in Canada are relatively new, 
the exceptions being Omnitrade Ltd. and 
Pekao Trading Company which were 
founded in the early postwar period. Most 
of the companies, representing 
investments by the Soviet Union, Hungary, 
Czechoslovakia, Romania and Bulgaria, 
were founded between 1971 and 1976. 

In 12 of the companies socialist equity 
represents a majority share and, in eleven, 
95 percent or more. The capital invested in 
these companies is not great, however, 
with individual investments ranging from 
$25,000 to $1 million. While 
balance-of-payments data specifically on 
direct Soviet and East European investment 
in Canada are not available, Statistics 
Canada estimated the book value of direct 
investment by the “centrally-planned 
economies” from 1971 to the end of 1975 at 
$20 million, including long-term loans from 
parent to subsidiary as well as equity 
capital invested by the controlling country. 
Most of this investment was from the USSR 
(which accounted for over half), 
Czechoslovakia and Poland with most of it 
occurring in 1974 and 1975. Since 1975, the 
socialist countries have apparently not 
found that the state of the Canadian 
market justified significant new 
investments. Furthermore, socialist 
practice is to support the development of 
existing companies, wherever possible, 
through the reinvestment of profits or 
through local borrowings. 

Fourteen of the companies were 
established to market products exported to 
Canada by the socialist parent or by other 
enterprises in the home country. The 
other, also in the service sector, is an agent 
for Soviet shipping on the Pacific coast. 

In contrast to the trading firms 


FOREIGN INVESTMENT REVIEW, SPRING 1979/PAGE 14 


In October of 1978 the Honourable Jack H. Horner, Cana 
and Mr. N.S. Patolichev, Soviet Minister of Foreign Trade 


established earlier, all of the companies 
founded in the 1970s are specialized by 
product. The majority, moreover, 
specialize in the marketing of machinery 
and equipment such as agricultural 
implements, machine tools, electric 
turbines and aircraft. The higher 
capitalization of some of these companies 
shows that product modification and 
servicing are an important adjunct to their 
sales. For example, the Soviet 
machine-tool firm, Stan-Canada Machinery 
Ltd., has an impressive headquarters in 
Toronto with large showrooms and built-in 
warehouse and staging areas. It also has 
similar though smaller facilities in 
Montreal. 

Soviet and East European investments in 
Canada could gradually extend to other 
sectors, the most probable being fisheries, 
mining, manufacturing (assembly of 
imported machinery and equipment 
components) and even banking, if the 
relevant amendments to the Bank Act are 
adopted. Several cases suggest such an 
extension. Polish-Canadian fishing 
ventures have been discussed. The 
Czechoslovak company Omnitrade Ltd. in 
Montreal has extended its activities to 
production (mining machinery) through 
the acquisition of a local manufacturing 
firm. The Soviet-owned Moscow Narodny 
Bank Ltd. of London has long considered 
establishing a North American branch. 
Finally, the Romanians are reported to be 
interested in gaining access to supplies of 
Canadian metallurgical coal. They might 
take an equity interest in a Canadian 
Operation, as they sought to do in the 
United States in the development of the 
Island Creek Coal Co. in Virginia, a 
Subsidiary of Occidental Petroleum. U.S. 
tax regulations discouraged the Romanians 
from investing directly in the Island Creek 
operation and they settled for a $53-million 


da’s Minister of Industry, Trade and Commerce, 
, met to discuss the expansion of Canada-USSR trade. 


advance payment in return for guaranteed 
annual shipments of metallurgical coal at 
agreed terms over a period of 35 years. 

In the case of mixed equity companies, 
the Canadian partners are frequently 
individuals (company lawyers or former 
agents) who are senior executives or 
directors. In other cases, the partners are 
usually small Canadian companies with 
prior association as representatives in 
Canada of the socialist parent enterprise. 
Allarco Developments Ltd. is the only 
well-known Canadian joint investor, its 
subsidiary, International Jet Air, owning 
one third of Socan Aircraft Ltd. of Calgary, 
which was established to market a small 
Soviet passenger jet aircraft called the 
Yak-40. 

The staff of a socialist company in 
Canada is a mixture of Canadians and 
nationals from the home country. The 
nationals usually occupy some of the 
principal management and most technical 
positions, while Canadians are usually in 
sales, public relations and clerical 
positions. 


Investor motives 


The principal motive for Soviet and East 
European investments in Canada has been 
to facilitate the sale of socialist products or, 
as in the case of Morflot Freightliners Ltd., 
services in the North American market. 
The new socialist external strategy in the 
1970s has involved a major drive to expand 
manufactured exports. While traditional 
socialist exports to the West have been 
primary products that can be marketed 
through trade missions or local agents, 
more effective marketing techniques are 
needed to expand exports of diversified 
and sophisticated manufactured products 
and related services. 

New objectives require new 


instruments. Development of a permanent 
market in the West for industrial machinery 
and equipment or consumer goods 
requires not only detailed knowledge of 
customer needs and preferences, but rapid 
and flexible servicing of their demands. 
Trade mission officials do not have either 
the specialized knowledge or the time 
required by such markets. Local agents 
have also been increasingly regarded as 
unsatisfactory, their interests frequently 
conflicting with those of their socialist 
employers. By pursuing their own profits, 
local agents frequently overlook socialist 
manufactured goods in favcr of the more 
marketable goods of other clients, 
sometimes the direct competitors of the 
socialist enterprises. Furthermore, direct 
investment is necessary to establish an 
effective infrastructure, including the 
marketing and servicing of machinery and 
equipment, warehousing and support 
facilities, dealer networks and technical 
service centers. 

The decision to take on a local partner is 
basically the same for socialist and 
capitalist investors, both having to weigh 
the advantages of association with a 
materially interested partner who has local 
contacts and expertise, against those of full 
control. In the case of East-West 
partnerships, however, investors must 
consider additional factors. Socialist 
products, developed ina very different 
economic environment, can confront 
special problems on Western markets 
which a partnership, with its greater local 
identity and know-how, may help to 
overcome. On the other hand, the 
bureaucratic nature of the socialist parent 
and the centralized system of state 
planning and control under which it 
operates can make joint-equity ventures 
particularly difficult. 


Policy issues for host countries 


The growth of direct investment by 
Soviet and East European state enterprises 
raises certain policy issues for Canada and 
other Western host countries. While Soviet 
and East European direct investment in 
Canada is presently insignificant relative to 
other international investment flows, it 
seems likely to continue to grow rapidly 
and diversify as the socialist countries 
Pursue new markets and sources of supply 
in the West. Trends in the 
internationalization of production suggest 
that Soviet and East European investment 
will increasingly extend to the extractive, 
processing and manufacturing industries 
as the socialist countries become 
increasingly involved in the world 
economy. Though ownership and 
management of productive assets in a 
capitalist economy create serious 
ideological problems for socialist countries 
and persistent hard-currency deficits 
constrain their ability to undertake major 
capital investments in the West, they will 
have to expand and diversify their foreign 
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investment in order to meet the 
requirements of international sourcing and 
more effective servicing of foreign 
markets. 

A second cause for concern is the 
potential political influence that could be 
exercised by the socialist countries 
through direct ownership and control of 
companies abroad. This could lead to 
actions contrary to the interests of host 
countries. Direct foreign investment by 
state-owned corporations, however, is not 
limited to East-West relations, but is also 
common to relations among Western 
countries. Moreover, there have been 
well-publicized instances of private 
Western multinationals being used by 
governmeitts for covert political activities 
in host countries. Nevertheless, Soviet and 
East European investors cause special 
concern because they are subject to a 
more centralized governmental control 
and their national objectives are more 
likely to conflict with those of host 


countries in the West. 

In these circumstances the operational 
record of the companies in question is 
crucial. Evidence indicates that Soviet and 
East European companies in Canada follow 
familiar commercial norms and that their 
operations do not differ markedly from 
those of other foreign-owned firms. 
Furthermore, there have been no 
publicized cases of subversive behavior. 

The commercial objectives of the 
socialist companies are compatible with 
Canadian interests, their primary purpose 
being to adapt their products and services 
to Canadian needs. The benefits of 
Canadian imports from the socialist 
countries should therefore increase. In the 
case of countries such as the USSR, who 
have persistently had large trade deficits 
with Canada, their expanded exports are a 
means of creating a better balance of trade 
and a more stable base for the further 
expansion and normalization of trade 
relations. 
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SOVIET AND EAST EUROPEAN COMPANIES IN CANADA 


Head Year Socialist Socialist Issued Principal 

Company Office Estab- Partner Equity Share Activity 
— ace atoll Cale 
Omnitrade Ltd. - _ Montreal ie. 
Pekao Trading Company Tc 
Canada Ltd. _ 
Dalimpex Ltd. _ 
Toronto. _ 


Cebecom Ltd. 


Motokov Canada Inc. 


Superlux Canada Ltd. 
Morflot Freightliners Ltd. 


Belarus Equipment Ltd. 
Stan-Canada Machinery Ltd. 


EMEC Trading Ltd. 


Omnitrade Industrial Co. | 
Ltd. 


Hungarotex-Canada Ltd, 


Terra Power Tractor Com- 
pany Ltd. 


Socan Aircraft Ltd. 


Ascott Equipment Ltd. 


Montreal 


Vancouver 


Toronto _ 


Vancouver _ 


Montreal 


— Saskatoon 


Sherbrooke 


< 


Montreal — . 


Montreal 


Calgary — Aviaexport (| 


(Romania 
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Source: Information on file in the East-West Project, Institute of Soviet and East European Studies, Carleton University. 
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Participation of 
Canadians in the 
management of 
foreign-owned 
subsidiaries in Canada 


by Frank Swedlove 


‘rank Swedlove is an economist 

ind policy analyst with the Research 
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The proportion of Canadians in the senior management of 
foreign-owned subsidiaries in Canada has increased considerably in 
the past 10 to 15 years. This is one of the key findings of a survey 
carried out recently by the author who compared 1975 data with 


those of 1962. 
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The 1975 data relate to the largest 133 
foreign-owned subsidiaries in Canadian 
manufacturing and mining. Most of the 
data were obtained from publicly available 
forms which companies fill out for the 
federal government under the 
Corporation and Labour Union Returns 
Act (CALURA). These data were 
supplemented by discussions with some 
of the firms. The recent survey was 
prepared in such a way as to be as 
comparable as possible with an earlier 
survey Carried out by Statistics Canada 
using 1962 CALURA data pertaining to 138 
corporations. The two lists of companies, 
while not identical in makeup, are very 
similar. 

The principal findings of the two 
surveys are shown in Table 1. 

The most striking change to be 
observed from the results of the two 
surveys is that the percentage of 
subsidiaries whose presidents were 
Canadian citizens rose from about 45% in 
1962 to over 65% in 1975. As well, by 1975 
more than 87% of presidents were 
full-time residents of Canada, compared 
with less than 75% in 1962. Also, among 
other senior officers resident in Canada, 
an increase took place in the percentage 
who were Canadians. 

The most recent survey also obtained 
information on the nationality of those 
officers who were not Canadian citizens. 
Of the 46 non-Canadian presidents, 41 (or 
89%) were nationals of the country of the 
parent company. Among the 112 other 
senior officers who were not Canadian, 86 
(or 77%) were similarly nationals of the 
home country of the parent. The lower 
percentage for other officers than for 
presidents may indicate greater mobility 
of officers among the subsidiaries at the 
less-than-presidential levels. The 
presidency, meanwhile, when not filled 
by a Canadian, seems more likely to be 
filled by someone from the parent 
company rather than by someone from a 
subsidiary in another country. 

What characteristics of the subsidiary 
might make it increasingly likely, as time 
goes on, to choose Canadians for its 
senior management positions? The recent 
survey analyzed the sample firms 
according to four possible characteristics: 
(1) industry group, (2) number of years 
operating in Canada, (3) relative size, and 
(4) country of parent. The following 
results were obtained. 


Industry group 


The analysis of companies by industry 
group was hampered by the large number 
of industries represented in the survey. 
However, ten industries, each with at least 
five companies represented, could be 
identified. In four of the industries, at 
least 75% of the companies had a 
president who was both resident in 
Canada and a Canadian citizen. The four 
industries were food and beverages, pulp 
and paper, integrated oil, and chemicals. 
Of the four, the industry with the largest 
percentage of presidents who were 
Canadian was the integrated oil industry, 
where eight of nine were resident 
Canadian citizens. In five other industries, 
roughly 50% of the presidents were 
Canadian — vehicles and parts, 
machinery and electrical equipment, 
rubber and plastics, mineral resources, 
and primary metals. Companies classified 
as holding companies had the lowest 
percentage, with only two of six 
presidents being Canadian. 

As to other senior officers, the 
companies generally had higher 
percentages of Canadian participation, 
with all 10 industries having over 75% 
Canadians. The pulp and paper industry 
had the highest figure, with 96% of senior 
officers (apart from presidents) being 
Canadian. 


Number of years in Canada 


One presumes that the longer a 
foreign-owned subsidiary has been in 
Canada, the more time it has had to 
develop its own managers and to become 
generally more competent in handling its 
own affairs, including the choosing of its 
Own executives. 

The survey gives support to this 
hypothesis. The companies were divided 
into three groups — (i) those that have 
been Canada for up to 19 years, (ii) those 
in Canada 20 to 39 years, and (iii) those in 
Canada for 40 years or more. For 
companies in the first category (1-19 
years), only 48% of the presidents were 
Canadians. For those in the second 
Category (20-39 years), the percentage was 
63%. Meanwhile, the highest percentage 
was for those in the third category (over 40 
years), where 72% of the presidents were 
Canadians. A similar pattern holds true for 
the percentage of presidents resident in 
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Canada, with 78% for the youngest 
companies, 84% for those in the middle 
category, and 91% for the oldest group. 

As to other senior officers, however, the 
number of years the company has been in 
Canada seems of little significance. The 
differences were less than 4 percentage 
points among the three categories, with 
the medium-age category having a slightly 
higher rate of Canadian participation than 
the youngest or oldest companies. 


Size of firm 


Sales of the subsidiary were used as the 
measure of firm size. All 133 firms in the 
sample would be considered “‘large”’ by 
Canadian standards. Nevertheless their 
annual sales varied from over $5 billion 
down to $67 million — a range wide 
enough to permit analysis of the 
relationship between size of firm and 
degree of Canadian participation in 
management. The firms were separated 
into four size categories to facilitate 
comparisons. 

A correlation between size of firm and 
nationality of officers was evident for only 
the presidents. The largest firms had 
Canadian presidents in 76% of cases, and 
the percentage dropped with the decline 
in firm size. The category of smallest firms 
had Canadian presidents in only 54% of 
cases. But as for residence of presidents 
and citizenship of other senior officers, 
size of firm appeared to be irrelevant. 


Country of parent 


To determine the significance of 
country of parent, three geographic 
groups were used — the United States, 
the United Kingdom, and other European 
countries — with the United States having 
by far the largest number of Canadian 
subsidiaries represented in the sample. 
Seventy percent of the subsidiaries whose 
parent companies were in the United 
States had Canadian citizens as 
presidents. The figure was 50% for 
subsidiaries controlled in the United 
Kingdom or in other European countries. 
While this difference may be, in part, a 
reflection of a difference in corporate 
philosophies between U.S. and European 
companies, it may also be a reflection of 
the fact that the U.S. subsidiaries had 
generally been established in Canada for a 
longer period of time than the U.K. and 
other European subsidiaries. As noted 
above, the extent of Canadian 
participation in senior management tends 
to increase with the length of time the 
subsidiary has been operating in Canada. 

As to country of residence of the 
president, subsidiaries of U.K. companies 
had the highest percentage residing in 
Canada, but only marginally higher than 
for subsidiaries of U.S. and other 
European subsidiaries. There was no 
significant difference among subsidiaries 
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Table 1 
EEE ————————— ee 
No. of presidents Other officers 
Survey No. of Resident Canadian Resident Canadian 
year corporations —_in Canada citizens in Canada citizens 
1962 138 103 62 865 706 
(74.6%) (44.9%) (81.6%) 
1975 133 116 87 980 868 
(87.2%) (65.4%) (88.6%) 


8 


of the three country groups in terms of the 
percentage of other senior officers who 
were Canadian citizens. 


Summary 


In summary, the author’s 1975 data 
compared with the 1962 data from the 
Statistics Canada survey show that a 
substantial increase occurred in the 
participation of Canadian residents and 
citizens in the management of 
foreign-owned subsidiaries in Canada. 
Presidents residing in Canada increased 
from 75% to 87%, and presidents who 


were Canadian citizens increased from 
45% to 65%. Other senior officers who 
were Canadian citizens increased from 
82% to 89%. 

The author’s survey shows, in addition, 


that the length of time a subsidiary has. 
been in Canada, and the industry to which 


it belongs, are significant factors in 
determining the extent of Canadian 
participation in senior management. Size 
of firm, and perhaps also country of 
parent, appear to be significant in relation 
to nationality of presidents, with larger 
firms and U.S. subsidiaries making greater 
use of Canadians in the top position. 
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Canadian equity in 
foreign-owned firms 


by Radek Bandzierz 


Radek Bandczierz is an economist with the 
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Many Canadian investors have shown by their actions that they 
think that Canadian equity participation in foreign-controlled 
businesses in this country makes sense. When they have had the 
opportunity, they have increased their stake in such businesses. A 
recent survey by the author of selected foreign-owned corporations 
which were listed on Canadian stock exchanges has shown that 
Canadian equity participation increased in 71 percent of the firms 
between 1965 and 1975; almost one-half of the companies examined 
showed increases in equity ownership by Canadians of more than 10 
percentage points. In fact, several of these increases resulted in 
Canadians acquiring majority ownership from foreigners. The 
question is, therefore, not whether Canadians are increasing their 
equity participation, but how they are doing it. 
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Acquisition of shares 


A primary vehicle for increases in 
Canadian equity ownership has been the 
acquisition of shares of foreign subsidiaries 
which list their stock for trading on 
Canadian stock exchanges. This was shown 
in a detailed analysis of selected 
Canadian-incorporated, foreign-controlled 
firms that were listed on the Toronto Stock 
Exchange (TSE) during the 1965-75 period. 
From the 898 firms listed on the TSE in 
December 1965, it was possible to identify 
82 companies that were foreign-controlled 
in 1965 and for which 1975 ownership data 
were available. The data problems caused 
by name changes, corporate 
reorganizations and amalgamations 
seriously limit the size of the sample and, 
therefore, the breadth of the analysis. 
Nevertheless, the above-mentioned 82 
firms do provide an interesting sample of 
apparent changes in the degree of 
Canadian ownership between 1965 and 
1975 (Table 1). 

Canadian equity ownership increased in 
71 percent of the companies in the sample 
(58 firms) between 1965 and 1975. Only 29 
percent of the firms showed either no 
change or a decrease in Canadian 
ownership. Table 2 shows that the 
ownership shifts had a significant effect on 
the ownership structures of the 58 firms in 
which Canadian equity participation 
increased. 

The data show a pronounced movement 
from relatively small Canadian ownership 
levels to the “over 25 percent” level. In 
particular, 17 firms came under majority 
Canadian ownership or control by 1975; 
these included Alcan Aluminum Limited, 
Canadian Pacific Limited (transportation, 
real estate, telecommunications, mineral 
resources), De Havilland Aircraft Company 
of Canada Ltd., Hudson’s Bay Company 
Ltd. (merchandising), Bramalea 
Consolidated Developments Ltd. (real 
estate) and INCO Ltd. (minerals), all of 
which are key corporations in their 


respective industries in Canada. 

Two other surveys confirmed these 
results. One, carried out by the author, 
showed that, by 1975, Canadian ownership 
increased in 55 percent of the 
foreign-controlled companies listing for 
the first time on the TSE between 1967 and 
1973. Similar results were obtained for an 
earlier period by Professor G.R. Conway in 
‘The Supply of, and Demand for, Canadian 
Equities” which was published in 
September 1968 by the Toronto Stock 
Exchange. 

Between 1965 and 1975, majority 
Canadian ownership in several firms (e.g. 
INCO Ltd., Canadian Pacific Ltd. and Alcan 
Aluminum Ltd.) developed gradually not 
suddenly. 


Reasons for increasing Canadian 
ownership 


Majority foreign-owned firms have 
become majority Canadian-owned for 
several reasons. One of the more notable 
ownership transfers involved the Hudson’s 
Bay Company, a major department store 
chain in Canada. In 1970, it transferred 
ownership to Canadians in order to correct 
foreign-exchange and taxation difficulties 
resulting from having most of its assets and 
earnings in Canada and its tax residence in 
Britain. 


Certain Canadian government policies 
have also encouraged firms to become 
majority Canadian-owned. For example, 
the Mercantile Bank of Canada became 


“Majority Canadian-owned to comply with 


federal law concerning the ownership of 
chartered banks. Also, the Foreign 
Investment Review Act has had an effect. 
Major firms such as Bramalea Limited, 
Trizec Corporation, the large investment 
company Talcorp Associates Ltd. (formerly 
Slater, Walker of Canada), as well as such 
large firms as Dome Petroleum and Dome 
Mines Ltd., have all publicly stated that the 
Act was a primary factor in their decision to 
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ensure that controlling interests be held by This article has shown that Canadian other considerations and reflect a 


Canadians. equity participation in foreign subsidiaries, willingness of Canadians to invest in 
which are listed on Canadian stock foreign-controlled firms in Canada, 

Acquisition of firms exchanges, has increased considerably whenever sound equity ownership 
since 1965. These changes have been opportunities are 

Acquisitions by Canadian-owned firms motivated by a variety of business and available. 

of all or part of foreign-owned firms have 

also contributed substantially to increased 

Canadian equity participation. For 

example, Fields Stores Limited of 

Vancouver was able to greatly increase its 

network of retail stores by acquiring a Table 1 ; f ; ; 

majority interest in Zellers Limited, which Degree of Change in Canadian Ownership of Voting Equity 


was previously owned by an American firm 1965-1975 
(more recently, a majority share in Zellers 


was acquired by the Hudson’s Bay Changes in Number of Companies 

Company). Similarly, the 1976 acquisition Canadian Ownership 

by Les Entreprises de (Percentage points) Increase Decrease No Change Total 
J. Armand Bombardier Ltée of Montreal of 0 - - 3 3 

a majority share in MLW-Worthington Ltd., 0.1 - 10.0 18 9 - 27. 

a railroad equipment manufacturer 10.1 - 25.0 22 9 - 31 
previously owned by Studebaker 25.1 - 50.0 16) 3 - 16 
Worthington Inc. of the United States, 50 and over S) 0 - a 
enabled Bombardier to diversify its 58 21 3 82 


transportation products. A more recent 


«tee a These are percentage-point changes in Canadian ownership, not overall percentage 
example would be the acquisition by P ge-p g p p g 


Alberta Gas Trunk Line Co. Ltd. of a nell 
controlling interest in Husky Oil Ltd. in 
order to diversify and expand into other 
areas of the petroleum sector. 

Publicly-owned firms have also been 
active in the purchasing of equity. Among Table 2 
the more important were the Canada Structure of Ownership in 58 Companies, 1965 and 1975 
Development Corporation’s acquisition of Voting Stock Number of companies 
a controlling interest in Texasgulf Inc., a Owned by Canadians 1965 1975 
large mining and mineral company with 
major assets in Canada, and the (ean) 
Government purchase of the De Havilland . 2 B 
Aircraft Company of Canada Ltd. and Deu BY Me ‘ 
Canadair Ltd., with a view to possibly lice ie : 
merging the two operations and UN ay ae 
subsequently reselling them to private DY lees = a= 
investors. 58 58 
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Large firms are now the most dominant form of business 
enterprise in most countries of the world, including Canada, and we 
are sometimes inclined to forget that this is a comparatively recent 
development. The Industrial Revolution was accomplished largely 
through small-scale industries — entities with modest capital, a few 
score workers at most, owned and managed by a single individual or 
family. Really large-scale organizations were slow to emerge and 
their explosive growth did not take place until the first half of the 
present century. In addition, since Confederation, Canada has had 
an import-export oriented economy often necessitating fairly 
large-scale production units. However, in recent years there has 
emerged a renewed interest in and appreciation of the value of 
smaller and medium-sized enterprises and efforts have been made to 
provide more encouragement and a better climate for small business 
generally. It is hoped that this will provide benefits, such as less need 
to import, and greater decentralization of economic activity in 
Canada. At the same time, it may be possible to strengthen local and 
regional values and this would allow individuals to have a greater 
sense of identity with their communities. 
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Small business in 
Canada 


-xcerpt from The Commercial Letter of The 

nadian Imperial Bank of Commerce, Issue No. 
2, 1978. The Canadian Imperial Bank of 
Commerce is a leading chartered bank with 1,853 
-anadian and foreign branches and offices and 
issets of $38.3 billion. 


The importance of small business 


Small businesses are an essential link in 
the Canadian economy. They serve the 
consumer and meet the needs of other 
businesses, large and small. While they 
may not be able to match the variety and 
volume of large firms, they can compete 
on price, service and location or in 
specialized segments of particular markets, 
thereby increasing the range of available 
alternatives. They may not produce most of 
the goods they provide but they sell many 
finished products and provide a broad 
range of services. In Canada, small 
businesses represent between 800,000 and 
900,000 enterprises and between 80 per 
cent and 90 per cent of all businesses. They 
employ about 20 per cent of the labour 
force and account for about 20 per cent of 
all goods and services. 

Small businesses have important social 
and economic significance. They are, for 
the most part, relatively labour intensive 
and often generate more direct and 
probably more indirect jobs per unit of 
invested capital on the average than larger 
firms. The strengthening and proliferation 
of small business in Canada’s towns and 
villages serves in fact to some extent to 
stem the flow of young Canadians in 
search of employment to major urban 
centres, amovement which has made 
Canada one of the most urbanized 
countries in the world. Further, an increase 
in the number and variety of smaller 
enterprises might prove to be the salvation 
of those less-diversified centres which face 
serious difficulties when major employers 
find it necessary to cease or reduce 
operations. 


It has also been argued that the smaller 
size and dispersion of small businesses, 
their lesser needs for massive 
infrastructure and their simpler processes 
result in less risk to the environment. Small 
businesses are frequently less energy and 
capital intensive and, by locating close to 
the ultimate market, they can often enjoy 
lower transportation costs. Small 
businesses also often provide a setting 
conducive to entrepreneurial and 
technological innovation. They provide 
productive outlets for the talents and 
energies of enterprising and independent 
people, many of whom might not reach 
their potential in large organizations. Their 
dynamism contributes to competition. In 
many countries, small firms provide parts 
and sub-assemblies to large firms at 
considerably lower unit costs than if the 
latter were to produce them themselves. 

Finally, the quality of community life in 
Canada is undoubtedly enhanced by the 
small business sector. By nature, 
entrepreneurs possess self-confidence, 
determination and optimism, qualities 
which invariably carry over in terms of 
active support for civic endeavours of all 
types. Small businesses and the people 
who own and operate them, have for 
generations been the backbone of 
countless communities across the country. 


The financing of small business 


Since established firms can obtain 
financing from commercial institutions, 
and anumber of government agencies 
exist to help meet the needs of those 
whom commercial lenders find they 
cannot accommodate, financing may not 
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appear to be a principal stumbling block 
confronting small business in Canada. 
Nevertheless, many small businessmen 
find it difficult to arrange adequate 
financing. Many cannot meet the 
requirements of those who supply funds. 
Others have difficulty in identifying 
sources of assistance. Managers of small 
enterprises often do not know how to 
approach financial institutions. The 
planning and forecasting involved in 
preparing a presentation is often beyond 
their skills. Also, their timing is frequently 
wrong. They wait until their problem has 
reached panic proportions and then 
cannot understand why the potential 
lenders are unable to meet their needs. 
Part of the financing problem is the 
relatively minor role of the venture capital 
market in Canada in providing financing in 
various forms for start-up, development or 
expansion purposes. Canadian tax 
regulations appear to be reducing the flow 
of risk capital for the establishment of new 
ventures. The trend away from personal 
investment in equities appears to be in 
large measure a result of the 1971 taxation 
changes in Canada. The impact of these 
changes has been a shift in emphasis from 
seeking capital gains to investment in 
tax-sheltered or tax-free situations. Tax 
incentives generally encourage savers to 
put their money into government bonds, 
guaranteed investment certificates, or 
insurance or pension funds rather than 
into the equity of new ventures. 
Discretionary wealth, which, a generation 
or two ago, might have been invested in 
new, small business, is increasingly 
drained off into government treasuries. 
Venture capitalists claim that the risks of 
investing have risen with a corresponding 
increase in the rewards. One reason is the 
growing imbalance between the public and 
private sectors. Another is the lower 
after-tax rate of return. The capital gains tax 


makes no distinction between blue chips 
and high-risk stocks. Venture capitalists 
often find it extremely difficult to get out of 
certain stocks, so they are very cautious 
about getting involved in risky, though 
interesting propositions. Since the late 
1960's, the stock market has not been 
receptive to junior underwritings and it has 
become almost impossible for small, 
privately-held companies to go public 
through a securities issue. Nor cana 
company be sold to foreign investors who 
fail to qualify under the Foreign Investment 
Review Act. In order to overcome the 
difficulties involved in recycling their risk 
capital, many venture capitalists are placing 
more emphasis on debt financing and are 
demanding firm repayment schedules. 

While the chartered banks understand 
the requirements of small business for 
financial services well and have been 
willing to supply term funds, their efforts 
have been constrained, to an appreciable 
extent, by influences beyond their control. 
Until the early part of last year, the Small 
Business Loans Act formula, under which 
interest rates are determined on certain 
small business loans, resulted in rates that 
frequently prevented the banks from 
covering their costs. Since the formula was 
changed, however, there has been an 
increase in the volume of these loans. 
Many small businessmen are also 
sometimes reluctant to share enough 
information with the banks to enable them 
to follow the borrower's affairs. 
constructively. As custodians of public 
saving, the banks are naturally most 
concerned with the protection of capital, 
and prudence prevents them from taking 
immoderate risks with other people’s 
money. 

As the chartered banks have perceived a 
need in Canada for additional financial 
services to small business, they have taken 
steps to meet these needs. In addition to 


their already considerable financing of 
smaller enterprises, several banks have 
acquired affiliations with venture capital 
companies. This has enabled them to refer 
customers to further sources of financial 
assistance. The introduction of bank 
charge cards has greatly enhanced the 
convenience of shopping at small outlets. 
It has also enabled small businessmen to 
compete more effectively with large 
department stores and chain store outlets. 

In the course of lending funds to small 
businesses the chartered banks perform a 
number of related functions. Customers 
are kept aware of business opportunities as 
well as the growing diversity of services 
available through the local branch 
network. Some banks have conducted 
financial management seminars for local 
small businesses. The banks are also 
sometimes able to offer special services, 
such as leasing and factoring, to the small 
businessman. 


Small business and government 


The growing interest of anumber of 
influential groups, particularly business 
associations, in the health and long-term 
prospects of small business in Canada 
resulted in the appointment in 1976 of a 
Minister of State for Small Business. 
Provincial governments have also begun to 
recognize some of the significant problems 
of small businesses and have introduced 
tax incentives and other programs 
specifically aimed to help them. 

In April 1977, the federal government 
launched its Enterprise Development 
Program (EDP) for small and medium-sized 
businesses, replacing a number of existing — 
programs. The program is intended to 
promote growth in the manufacturing and 
processing sectors of the economy by 
taking a “merchant” banking approach to — 
selected small firms. A merchant bank can 


by 
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be defined as a financial institution serving 
its clients by identifying, structuring and 
providing ail the financing and financial 
management services required to realize a 
firm’s full potential. The program consists 
of grants for a variety of uses, including the 
cost of proving a project's eligibility for 
assistance, studies on market potential, 
productivity improvement, industrial 


design, and so on. 
More recently, a number of new 


measures aimed at assisting the small 
business have been announced by the 
federal government. Changes raising the 
threshold above which manufacturers are 
required to pay the federal sales tax will 
mean that fewer companies will have to 
pay the tax and the number of times other 
small manufacturers must file returns is 
being reduced. Steps are also being taken 
to speed up payment for goods and 
services supplied by firms to the federal 
government and to require large bidders 
for government contracts to submit in their 
tenders or proposals a plan for 
subcontracting work to smaller firms. A 
sourcing list will be maintained to help 
small businesses market their products and 
bulletins on marketing opportunities and 
technological developments of interest to 
small business will be prepared and 
evaluated. 


Reduction in the considerable time, 
money and effort spent each year by 
Canadian business on the “paper burden” 
continues to be a top priority. Programs 
have been introduced by Statistics Canada 
to streamline reporting requirements and 
the paperwork required when applying for 
small business loans has similarly been 
reduced. 

The federal government has issued a 
White Paper outlining three initiatives 
designed to help small businesses obtain 
needed capital. It plans to: 


1) increase the equity investment 
activities of the Crown-owned Federal 
Business Development Bank. 


2) introduce tax measures to enhance 
the availability of risk capital to small 
business, and 


3) allow the creation of venture 
enterprise investment companies (VEICS) 
with special tax breaks to create pools of 
venture capital. 


The package also included proposed 
amendments to the Income Tax Act to 
permit the deferment of capital gains tax 
on the transfer of certain small business 
holdings from a parent to a child or 
grandchild. Changes are also to be made to 


create a category to be known as 
“allowable business investment loss’. 
Under the terms of this provision, 
allowable capital losses on shares or debts 
of Canadian-controlled private 
corporations will be deductible for tax 
Purposes against income from any source. 


Conclusion 


It will be seen that small business is of 
important social and economic significance 
to Canada and that this importance is 
receiving increasing recognition. While it 
will never be possible to provide answers 
to all the problems inherent in 
entrepreneurship, the growing diversity of 
aids to small business will ensure that many 
more Canadians will be in a position to 
take advantage of its challenges and 
satisfactions. The coming decades will 
likely be periods of rapid change and this 
will widen the opportunities for small 
businesses. Because of their flexibility and 
ability to innovate, small businesses tend 
to be well suited to a changing 
environment. Given a continuation of the 
Present climate, this important segment of 
the business community would seem 
assured of a viable future. 
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Capital investment projects in Canada 
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ll. Manufacturing and forest 
industries 


This list shows major capital spending 
projects now in progress or firmly 
committed in the manufacturing and forest 
industries sectors. Only projects costing 
over $10 million are included. Other 
sectors will be covered in subsequent 
issues of Foreign Investment Review. 
Information on these projects has been 
obtained mainly from press reports 
verified, where necessary, by the 
companies concerned. 

This report was prepared for the Foreign 
Investment Review by L. E. Dewis, Analyst 
with the Capital Expenditures Group, 
Economic Analysis Branch, Department of 
Industry, Trade and Commerce. 


Capital spending in the manufacturing sector is expected to increase substantially in the 
1979-80 period. A recent survey of large firms carried out by Industry, Trade and Commerce 
reports manufacturing firms are expecting to increase their capital expenditures in the 1979 
period by about 13.1 percent in real terms. The largest increases are expected in food and 
beverage and transportation equipment companies. 

For the forest industry sector, surveys by both Pulp & Paper Canada and Industry, Trade 
and Commerce indicate that capital spending will exceed $1 billion this year. 

The large capital expenditures listed below, which are compiled from public sources, 
cover woodlands operations as well as mill production facilities and pollution abatement. 
The cost shown is the total project cost, which is often spread over several years. In 
addition to these projects, companies in the industry are spending substantial sums 
annually on smaller expansion or renovation projects. For example, companies like Crown 
Zellerbach Canada Ltd. and MacMillan Bloedel Ltd. in British Columbia, 
Consolidated-Bathurst Ltd. and Abitibi Ltd. in Quebec and Ontario, have large expansion 
programs underway, however, only the largest individual projects are included in this list. 


Completion Cost 
($ million) Location 


Company and 
project description date 


British Columbia 
Dow Chemical of Canada Ltd. 


Chemical distribution centre 1979 10.0 Ladner 
Fiberglas Canada Ltd. 

New glass fibre insulation plant 1980 25.0 Mission 
Tree Island Steel Co. Ltd 

New rolling mill 1979 50.0 Richmond 
British Columbia Forest Products Ltd. 

Improvements 1979 41.0 Crofton 
Canadian Forest Products Ltd. 

Modernization program 1979 25.0 Vancouver 
Crown Zellerbach Canada Ltd. 

Thermomechanical pulping 1979 26.6 Campbell River 

Hog fuel boiler 1980 24.2 Campbell River 

Expansion, pulp and paper 1983 150.0 Campbell River 
Doman Industries Ltd. 

New sawmill 1979 30.0 Nanaimo 
Fraser Lake Sawmills Ltd. 

New sawmill 1979 14.4 Fraserdale 
Houston Forest Products Ltd. 

New sawmill complex 1979 20.0 Houston 
MacMillan Bloedel Ltd. 

Modernization program 1983 450.0 Port Alberni 
Tahsis Co. Ltd. 

Sawmill improvements 1981 20.0 Vancouver Island 


Prairie Region 


Alberta Gas Chemicals Ltd. 


Methanol plant 1982 50.0 Medicine Hat, Alta. 
Alberta Wheat Pool 

Rapeseed oil processing plant 1979 15.0 Fort Saskatchewan, Alta. 
Canada Cement Lafarge Ltd. 

Expansion program 1980 70.0 Exshaw, Alta. 
Canadian Industries Limited 

Polyethylene plant expansion” 1981 45.0 Edmonton, Alta. 


Abitibi Paper Company Ltd. 
Thermal-chemical-mechanical pulping 
system 1979 26.0 Thunder Bay 
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Celanese Canada Ltd. 
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Vinyl acetate monomer plant 1979 23.0 Edmonton, Alta. 
Diamond Shamrock Alberta Ltd. 

Polyvinyl chloride plant 1979 50.0 Fort Saskatchewan, Alta. 
Dow Chemical of Canada Ltd. 

Ethylene glycol plant 1979 95.0 Fort Saskatchewan, Alta. 
Earth Sciences Inc. 

Uranium oxide facility 1979 12.5 Calgary, Alta. 
Eldorado Nuclear Ltd. 

Expansion 1979 45.0 Radium City, Sask. 
Inland Cement Industries Ltd. 

New cement plant 1980 60.0 Edmonton, Alta. 
Interprovincial Steel and Pipe Corp. Ltd. 

Expansion 1980 45.0 Regina, Sask. 
Molson Companies Ltd. 

Brewery expansion 1983 24.0 Edmonton, Alta. 
Westroc Industries Ltd. 

Gypsum wallboard plant 1979 13.0 Calgary, Alta. 
North Western Pulp & Power Ltd. 

Pollution control program 1979 35.0 Hinton, Alta. 
Procter & Gamble Cellulose, Ltd. 

New saw mill 1980 15.0 Grande Prairie, Alta. 
Ontario 
Algoma Steel Corporation 

Expansion of seamless tube plant 1979 18.8 Sault Ste. Marie 

Heat-treating line, wide plate mill 1980 24.0 
Canada Starch Co. Ltd. 

Addition to corn syrup plant 1979 12.0 Cardinal 
Canadian Industries Ltd. 

Expansion urea production unit 1980 18.0 Lambeth 
Consumers Glass Co. Ltd. 

Glass container plant 1980 20.0 Milton 
Erco Industries Ltd. 

Sodium chlorate plant 1979 11.0 Thunder Bay 
Fiberglas Canada Ltd. 

New plant, fiberglass products 1979 25.0 Scarborough 
Firestone Steel Products of Canada 

Expansion 1981 20.0 London 
Ford Motor Company of Canada Ltd. 

New engine plant 1981 533.0 Windsor 
Inco Ltd. 

Electric motor winding shop 1979 29.0 Copper Cliff 
Lake Ontario Steel Co. Ltd. 

Expansion 1980 85.0 Whitby 
William Neilson Ltd. 

Modernization 1981 12.0 Toronto 
Photo Engravers & Electrotypers Ltd. 

Modernization 1980 10.4 Toronto 
Redpath Industries and John Labatt Ltd. 

Corn sweetener plant 1980 60.0 London 
Stanley Steel Company Ltd. 

New rolling mill 1980 10.0 Hamilton 
The Steel Company of Canada Ltd. 

New steel plant 1981 1,250.0 Nanticoke 
Uniroyal Limited 

Expansion of tire manufacturing plant 1979 13.0 Kitchener 
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American Can of Canada Ltd. 


General Motors of Canada — 
New plant to manufacture buses ~ 


“Quénord Chemicals Ltd. 
Sodium chlorate plant 

Uniracor Ltd. _ 
Pipe fittings plant 

Valcartier Industries Inc. 
Modernization, small arms plant 


| Canadian | 


Modernization of bleached kraft pulp mill 1979 26.0 Marathon 
Domtar Inc. 
Expansion, gypsum wallboard plant 1979 22.0 Caledonia 
E.B. Eddy Forest Products Ltd. | 
Modernization and pollution control n.a. 15.5 Espanola 
Reed Paper Ltd. 
Expansion and pollution control 1983 40.0 Dryden 3 
Spruce Falls Power and Paper Co. Ltd. ; 
Modernization program 1983 70.0 Kapuskasing 4 
a 
Quebec | ae 
pepane 1G. 5 5 — 
~ Frozen foods plant 1979 15.0 Quebec City ~ 
‘Canada Packers Ltd. : se 
Expansion of edible oil refinery 1980 Point St. Charles 
Carling O'Keefe Ltd. % eee 
Brewery expansion 1980 Montreal 
Chromasco Limited 
Plant to produce magnesium 1980 - Montreal — 
Co-Operative Agricole de Granby : ok : 
Dairy processing complex 1979 .0 Granby 


- pre : 2 
8 Magog ee 
ancour Xs 


eleacher < 


n' ernational Paper Co. Ltd. oo 
Pulp mill expansion ys Gatineau 
Improvet 1979 25.0 = PortAlired > 
Kruger Pulp « & Loe os 
of coated paper m Trois-Riviéres _ 
“New iron foundry 1979 16.5 ~— Farnham 
Price Co. Ltd. 7 a oe 
Mill conversion J 1980 320 Kehogami 
Tembec Forest Products Inc. oo a 
Mill improvements 1981 12.0 Témiscaming — 
Atlantic Region 
National Sea Products Ltd. Arnolds Cove, Nfld. 
Fish processing plants 1980 11.0 Lunenburg, N.S. 
Michelin Tires Nan te Co. of Canada 
Ltd. Granton, N.S. 
Expansion tire manuecuing 1979 25.0 Bridgewater, N.S. 
Sydney Steel Corporation 
Renovations 1979 19.0 Sydney, N.S. 
Abitibi Paper Company Ltd. 
Mill reopening and conversion 1981 70.0 Stephenville, Nfld. 
Fraser Companies Ltd. 
Renovations to pulp mill © 1979 91.5 Edmundston, N.B. 
Nova Scotia Government 
Forest management program 1983 20.0 Nova Scotia 
Ontario Minnesota Pulp & Paper Co. Ltd. 
Pulp mill improvements 1980 35.0 Newcastle, N.B. 
Ste. Anne-Nackawic Pulp & Paper Co. Ltd. 
New plant for pulp bleaching chemicals 1979 13.0 Nackawic, N.B. 
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Incentives to Industry 
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Federal Incentives 
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Over the past several years Canadian governments have been 
building up a system of incentives designed to stimulate and 
encourage business capital spending and investor confidence. These 
measures foster a number of economic objectives such as regional 


development, industrial expansion, 
and research and development. For 
of November 1978 the Minister of Fi 


international competitiveness 
example, in the federal budget 
nance proposed a number of 


measures intended to improve efficiency, lower costs and promote 
balanced regional development. The major tax incentives to 


investment include: 


it BP ee PW I 


Investment tax credit 


An investment tax credit which varies 
regionally from 7 percent to 20 percent is 
available as a direct reduction from federal 
tax payable. This credit reduces the cost of 
most new buildings, machinery and 
equipment used in manufacturing and 
processing. In 1978 it was extended to 
expenditures on scientific research and 
development and to investment in 
equipment for rail, air, water and long haul 
transport. The credit is limited in any one 
year to $15,000 plus one-half federal tax 
payable in excess of $15,000, but any 
unused credits may be carried forward for 
5 years, subject to the same annual limits. 
In 1978 this tax credit was extended 
indefinitely beyond its scheduled expiry 
date. 


Research and development incentives 


| 

| 

| In 1978 the investment tax credit for 

| R & D expenditures was raised to 20 
percent in the Atlantic Provinces and 10 
percent in the rest of Canada, while small 
businesses were allowed a special R & D 
tax credit of 25 percent. In addition to 
writing off 100 percent of current and 
capital expenditures for R & D, taxpayers 
can deduct from their income a further 50 
percent of any increase in such 
expenditure over the average level of the 
previous three years. 


Accelerated capital cost allowance for 
manufacturing and processing industries 


Taxpayers may charge a 50 percent 
straight line of depreciation on most new 
| machinery and equipment for use in 
| manufacturing and processing (including 


heavy-oil upgrading) thus writing off such 
assets in two years. 


Inventory allowance 


In recognition of the distortion of 
business income from inventory inflation, 
3 percent of the opening cost of 
inventories (except real property and 
goods not for resale) can be deducted in 
calculating business income. 


Special rate for manufacturing and 
processing profits 


A special rate of tax on manufacturing 
and processing activities (including 
heavy-oil upgrading) reduces the general 
rate on corporate profits from 36 percent to 
30 percent. Provincial corporate tax rates 
ranging from 10 percent to 15 percent are 
levied in addition to the applicable federal 
rate. 


Special tax rates for small businesses 


Smaller enterprises are accorded lower 
income tax rates up to a specified amount 
of cumulative earnings. The rate is 20 
percent in manufacturing and processing 
industries and 25 percent in other 
activities. These lower rates are applicable 
to the first $150,000 of taxable income to a 
maximum of $750,000. 


Employment tax credit 


Employers hiring unemployed workers 
to fill newly created jobs which are 
additional to their normal work force may 
be entitled to a tax credit which varies 
regionally. 


FOREIGN INVESTMENT REVIEW, SPRING 1979/PAGE 27 


ee 


Oil and gas exploration incentives 


A variety of incentives encourage oil and 
gas and other mineral exploration and 
development in Canada. 


In addition to fiscal incentives, federal 
and provincial governments have 
established a number of industrial 
assistance programs designed to 
encourage industrial development 
generally or to attract enterprises to 
particular areas. Provincial government 
programs will be described in the next 
issue of Foreign Investment Review. The 
major federal programs are outlined 
below. 


DEPARTMENT OF REGIONAL 
ECONOMIC EXPANSION 


The Department offers cash incentives 
or loan guarantees to firms that set up 
business in the designated regions. These 
regions include Newfoundland, Nova 
Scotia, New Brunswick, Prince Edward 
Island, Quebec (except for Hull and its 
environs), Northern Ontario, Northern 
Alberta, Northern British Columbia and the 
Northwest Territories. 


Most manufacturing and processing 
firms are eligible for the development 
incentives and loan guarantees. Facilities 
for primary processing — oil refining and 
certain pulp and paper industry activities — 
and commercial facilities are not eligible. 
However, loan guarantees may be offered 
to business offices, warehousing and 
freight handling facilities, shopping 
centres, convention facilities, hotels and 
motels, recreation centres and research 
establishments. 


Incentives for the construction of new 
facilities or the expansion of existing ones 
to produce new products are equal to 25 
percent of the investment value plus a 
percentage (15 or 30 percent) of the wages 
depending on the host region. Incentives 
for modernizing facilities or increasing 
production capacity are equal to 20 percent 
of the investment. Large-scale projects 
entailing investments of at least $1.5 
million and the creation of at least 100 jobs 
are reviewed in light of their benefits and 
needs. The Department guarantees loans 
made to service firms in order to help them 
obtain favorable financing terms. Contact: 
Industrial Incentives Branch, Department 


of Regional Economic Expansion, Ottawa, 
Ontario, Canada K1A 0M4. 


The Department of Regional Economic 
Expansion also has an incentive program 
for businesses wanting to establish 
themselves in the Montreal Region. The 
incentives are based on approved capital 
costs. The amount offered varies with the 
nature of the project and the location. The 
maximum level of an incentive is 25 
percent of the approved capital costs in the 
case of anew facility and 20 percent in the 
case of modernization or expansion 
projjects. Only the industries involved in 
the following activities are eligible for the 
incentives: food industries dealing in 
prepared and quick frozen food; metal 
fabricating; machinery; transportation and 
equipment; electrical products; chemicals 
and chemical products; scientific and 
professional equipment; and, sporting 
goods and toys. Contact: Department of 
Regional Economic Expansion, Tour de la 
Bourse, 300 Place Victoria, C.P. 247, 
Montreal, Quebec, Canada H4Z 1E8 


DEPARTMENT OF INDUSTRY, 
TRADE AND COMMERCE 


Enterprise Development Program (EDP) 


This program assists small- and 
medium-sized manufacturing and 
processing business to become more 
viable and internationally competitive. 
Though it was introduced only two years 
ago as an amalgamation of seven existing 
programs, it has already helped many 
firms. In 1977-1978 alone, 265 projects were 
authorized with the assistance amounting 
to $125 million. In the first 6 months of this 
fiscal year, over $100 million had beenv 
offered to Canadian businesses. During 
the next five years, the program is 
expected to make payments of over $1.3 
billion to Canadian firms. 


In order to receive assistance, the 
applicant must develop and submit a plan 
that shows how the project will affect the 
firm’s viability. EDP officers analyze the 
firm’s resources (human, financial, 
physical and technological), the potential 
and limits of the market, and the plans for 
deploying the resources and penetrating 
the Canadian and foreign markets. The 
results of the analysis are submitted for 
approval to the Enterprise Development 
Board, which is composed of businessmen 
and public servants. 


The two main forms of assistance are 
cost-sharing and loan insurance. 
Cost-sharing is available for marketing and 
productivity studies, and innovation and 
design projects. Loan insurance is 
generally used for the expansion or 
modernization of facilities, working 
capital, mergers and acquisitions. 


The eligibility criteria focus on the 
viability of the firm and project and on the 
firm’s ability to finance its projects. As for 
cost-sharing, the activities must represent a 
heavy financial burden for the firm when 
compared with its resources. Loan 
insurance is provided on a last-resort basis 
to firms unable to obtain debt capital on 
reasonable terms and conditions. Firms 
seeking loan insurance must have called 
upon other institutions such as the Federal 
Business Development Bank before 
applying to the Department. 


Manufacturing and processing firms are 
generally eligible for all forms of assistance 
offered by the program. Firms in the 
service sector can obtain loan insurance if 
they can demonstrate that their services 
will produce a direct, tangible and 
substantial benefit for manufacturing and 
processing firms. Contact: Enterprise 
Development Board, Department of 
Industry, Trade and Commerce, 235 Queen 
Street, Ottawa, Ontario, Canada K1A 0H5. 


Program for Export Market Development 
(PEMD) 


The purpose of the program is to help 
Canadian suppliers penetrate new export 
markets or increase their exports. Financial 
assistance is provided in the form of a 
repayable loan (in the event of success) for 
eligible expenses: 1) when a firm presents 
bids involving unusually large and complex 
capital expenditures; 2) in cases of 
exceptional international competition; and 
3) for establishing a consortium to respond 
to demand in foreign markets. 


The program has five sections offering a 
wide range of assistance designed to meet 
the needs of industry. The program 
encourages participation in major projects 
abroad, export market identification or 
adjustment, trade fairs abroad, trips to 
Canada by potential buyers and the 
formation of export consortia. About 2,000 
firms use this assistance program each 
year. Contact: Program for Export Market 
Development, Department of Industry, 
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Trade and Commerce, 235 Queen Street, 
Ottawa, Ontario, Canada K1A 0HS5. 


Small Businesses Loans Act 


The Department of Industry, Trade and 
Commerce guarantees loans made to small 
businesses whose gross annual income 
does not exceed $1.5 million during the 
year in which the loan is made or, in the 
case of anew firm, if the estimated income 
in the first financial period — at least 55 
weeks — does not exceed $1.5 million. Last 
year, more than five thousand firms used 
this program to borrow over $90 million. 


All chartered banks, Alberta Treasury 
Branches and designated financial 
institutions — credit unions, trust, loan, 
insurance and finance companies — are 
authorized to make loans under the 
Provisions of the Act. 


Loans may be authorized to finance the 
cost of stationary and transportation 
equipment, building and land necessary 
for operating a commercial venture and 
construction, installation, renovation, 
improvement or modernization of 
facilities. 


__ The maximum rate of interest payable on 

-SBLA loans is one percent over the prime 
lending rates of the chartered banks. The 
repayment period may not exceed 10 
years. The terms of the loan are settled 
between the lender and the applicant 


without prior reference to the government. 


The amount to be repaid may not exceed 
$75,000 and the applicants must invest a 
reasonable portion of the purchasing cost 
out of their own resources. Contact: Bank 
manager or the Department of Industry, 
Trade and Commerce, 235 Queen Street, 
Ottawa, Ontario, Canada K1A 0H5. 
. 
| 
Machinery Program 
! 


__ This program provides for the remission 
of customs duties on imports of machinery 
not manufactured in Canada but of vital 
importance for the firm. Last year, 
Canadian manufacturers were reimbursed 
Over $225 million. Contact: Machinery and 
Equipment Advisory Board, Department of 
'ndustry, Trade and Commerce, 235 Queen 
Street, Ottawa, Ontario, Canada KTA OHS. 


| 
Other programs 
_ Other programs have been developed 


‘or shipbuilding, trade fairs and missions, 
| 


" 


_ 


defence production, footwear and tanning, 
fashion, and export growth and 
development. Contact: Department of 
Industry, Trade and Commerce, 235 Queen 
Street, Ottawa, Ontario, Canada K1A 0H5 


EXPORT DEVELOPMENT 
CORPORATION (EDC) 


The Corporation provides financial 
assistance for Canadian export business by 
means of insurance, loans, guarantees and 
other services. In 1978, the value of the 
EDC's financial assistance was almost 
$6 billion. 


The EDC has extensive powers for 
helping all firms in Canada, regardless of 
size, insuring them against non-payment 
by foreign buyers of Canadian goods and 
services in almost all export sectors. 


Through its “Risk Protection” insurance, 
the EDC can insure financial institutions 
against calls on surety instruments 
provided on behalf of Canadian exporters 
and can insure consortium members 
against the possibility of non-performance 
by another member of the consortium. The 
EDC also extends long-term loans, or 
guarantees loans, to foreign buyers of 
Canadian goods and services. These loans 
are arranged in the private sector with 
interest rates which are the most 
competitive possible in the international 
market. The EDC offers this service when 
the foreign buyer needs long-term (five 
years or more) credit but cannot obtain it 
from private sources. 


The EDC can insure Canadian firms 
investing abroad against political risks, 
including losses or damages resulting from 
expropriation, insurrection, war or the 
impossibility of converting profits or 
capital. Almost any interest an individual or 
firm can have in a business concern abroad 
is insurable, including shares, loans, 
contracts for administrative or technical 
services, royalties and licensing 
agreements. However, only new 
investments in developing countries are 
eligible for insurance at the present time, 
the main condition being that the investor 
maximize the benefits to be derived by 
Canada and the host country. Contact: 
Export Development Corporation, 110 
O’Connor Street, Ottawa, Ontario, Canada 
K1P 579. 


Canadian Commercial Corporation 
(CCC) 


Each year, the CCC helps more than 400 
Canadian firms make transactions abroad 
involving a wide range of products from 
advanced electronics systems to 
commercial supplies of every description. 
A good many of these purchases are 
destined for aid programs of the Canadian 
International Development Agency (CIDA). 


In many cases, the CCC is able to link 
Canadian suppliers with the purchasing 
services of foreign governments and 
international agencies, which are 
significant markets for Canadian firms. 
Thousands of bids can be submitted in this 
way each year. Contact: Canadian 
Commercial Corporation, 110 O’Connor 
Street, Ottawa, Ontario, Canada K1A 0S6. 


FEDERAL BUSINESS 
DEVELOPMENT BANK 


The Federal Business Development 
Bank, a Crown corporation, offers financial 
assistance to businesses who cannot find it 
elsewhere on reasonable terms and 
conditions. The Bank is directed to give 
particular consideration to the needs of 
small businesses. 


The Bank’s assistance may take the form 
of loans, loan guarantees, share capital or a 
combination of these, according to what 
best suits the special needs of the firm. The 
loans, normally guaranteed against fixed 
assets, are extended at market rates. In 
1977-78, the Bank authorized nearly 10,000 
loans valued at over $479 million. As for the 
share-capital program, the Bank usually 
takes a minority position and agrees to 
have its shares bought back on suitable 
terms. The total value of the loans 
authorized by the Bank amounts to 
approximately $1.68 billion. 


Most of the Bank’s customers spend the 
money they obtain in purchasing land, 
buildings or equipment. Others use it to 
augment their firm’s working capital, to 
start up new firms or for other purposes. 

In addition to the financial assistance, 
the Federal Business Development Bank 
offers a management consulting, 
management training and information 
services to small businesses. Contact: 
Federal Business Development Bank, 901 
Victoria Square, Montreal, Quebec, Canada 
Fi3E3G3: 
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REVIEWABLE AQUISITION CASES 


Table 1 — Outcome or Status 


Reviewable new cases 102 166 171 261 360 
Carryover from previous period - 52 54 65 73 
Total of above 102 218 225 326 433 
Total resolved 50 164 160 253 B27 

Allowed 33 116 124 231 282 

Disallowed 8 21 1g LP 28 

Withdrawn 9 Df WZ 10 17 
Carried over to next period 52 54 65 73 106 
Allowed cases as percent of resolved (%) 66 71 78 91 86 
Value of assets, all cases ($000,000) 479 1,070 1,069 1,145 4,491 


Table 2 — Country of Control 


1974* 1975 1976 SY 1978° 


Total 102 166 WAL 261 360 
United States 61 116 109 171 243 
United Kingdom 21 15 23 40 47 
Other Europe aS pa 34 41 52 
Belgium 1 2 1 2D 1 
Denmark - - - 2B 1 
France 3 6 6 6 5 
Germany, West 5 2 10 15 17 
Italy , 2 1 3 1 
Liechtenstein 2 Z - - 1 
Luxembourg - - 3 - 1 
Netherlands - 5 - 4 8 
Norway - 1 - - 1 
Sweden - 2 9 2 7 
Switzerland 4 5 4 7 9 
All other 5 8 5 9 18 
Australia 2 1 - 1 - 
Bermuda - 2 1 - - 
Japan 2 2 3 3 ii 
Others 1 3 1 5 11 
Allowed cases as percent of resolved % % % % % 
United States 65 77 Ys 91 87 
United Kingdom 70 79 82 75 78 
Other Europe 71 50 86 90 89 
All other 50 30 100 80 80 


Table 3 — Industrial Sector 


1974* 1925 1976 LOZ, 1978° 


Total 102 166 171 261 360 
Primary 15 18 15 20 30 
Agriculture, fishing and trapping 2 1 2 4 5 
Forestry 3 1 = 1 1 
Mines, quarries, oil wells 10 16 13 15 24 
Manufacturing 47 82 O35 108 161 
Food, beverage and tobacco 6 ‘M 9 15 15 
Rubber, plastic and leather 3 3 4 6 12 
Textiles, knitting and clothing 3 3 3 5 4 
Wood, furniture and paper 6 10 Hf 12 14 
Printing, publishing, and allied - 3 1 2 4 
Primary metal and metal fabrication 2 9 19 19. 20 
Machinery and transport equipment 13 17 7; 14 27 
Electrical products 1 9 11 12 16 
Non metallic mineral products 8 3 9 2 8 
Petroleum and coal products - - 2 1 1 
Chemical 3 11 15 10 22 
Miscellaneous 2 3 6 14 18 
Construction and services 40 66 63 133 169 
Construction 2 2 2 3 1 
Transportation, communication, utilities 6 6 9 10 11 
Trade 18 37 38 rae 102 
Finance, insurance, real estate 10 14 8 15 19 
Community, business, personal services 4 7 6 33 36 


* Provision for review of acquisitions came into force April 9, 1974. 
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REVIEWABLE NEW BUSINESS CASES 


Table 4 — Outcome or Status 


1975 1976 1977 1978° 
Reviewable new cases 6 196 328 331 
Carryover from previous period - 6 58 oy 
Total of above 6 202 386 383 
Total resolved . 144 334 319 
Allowed - lS 297 273 
Disallowed - 9 12 21 
Withdrawn - 20 25 25 
Carried over to next period 6 58 52 64 
Allowed cases as percent of resolved (%) - 80 89 86 
Planned investment, all cases ($000,000) 5 324 803 323 
Table 5 — Country of Control 
IAS 1976 1977 1978° 
Total 6 196 328 Bail 
United States 4 90 184 193 
United Kingdom - 22 30 26 
Other Europe 1 63 85 79 
Austria - 5 5 5 
Belgium 1 3 1 
Denmark 5 6 4 
Finland = 1 1 1 
France - 9 17 16 
Germany, West 2 22 26 18 
Greece + 2 1 ft 
Ireland - : 3 1 
Italy 1 9 10 10 
Liechtenstein = 2 é E 
Luxembourg - - = 1 
Monaco - - 1 : 
Netherlands - 2 3 1 
Norway = - 3 3) 
Spain - 1 : 2 
Sweden - 3 9 5 
Switzerland - 8 8 12 
All other 1 21 29 33 
Australia - 2 3 3 
Hong Kong = 3 3 3 
India - 3 1 1 
Japan - 4 10 6 
Others 1 9 12 20 
Allowed cases as percent of resolved % % % % 
United States - 73 88 86 
United Kingdom - 93 82 85 
Other Europe - 80 95 87 
All other - 91 81 79 
Table 6 — Industrial Sector 
1975 1976 1977 1978° 
Total 6 196 328 331 
Primary - 12 22 27 
Agriculture, fishing and trapping - 2 6 2 
Forestry 2 = 2 yy 
Mines, quarries, oil wells - 10 14 23 
Manufacturing 2 67 94 99 
Food, beverage and tobacco 3 7 6 
Rubber, plastic and leather - 4 5 5 
Textiles, knitting and clothing - 4 9 5 
Wood, furniture and paper 1 5 5 6 
Printing, publishing and allied - - - 4 
Primary metal and metal fabrication 1 15 19 12 
Machinery and Transportation equipment - 6 19 19 
Electrical products - 7 5 7 
Non metallic mineral products - 3 5 6 
Petroleum and coal products - - - 
Chemical - 6 3 6 
Miscellaneous - 14 T, 23 
Construction and services 4 117 P12 205 
Construction - 4 4 14 
Transportation, communication, utilities 1 10 5 tit 
Trade 1 68 lei: 102 
Finance, insurance, real estate 1 10 16 11 
Community, business, personal services 1 MS: 54 67 


* Provisions for review of new businesses came into force October toe 1975: 
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International business and investment 


Venture Capital in Europe 
Coutarelli, Spiro A. 


New York: Praeger Publishers, Inc., 1977 
(Praeger Special Studies in International 
Economics and Development) 


Describes the institutional venture 
capitalists that are emerging in Europe — 
the role they play in providing needed 
long-term finance for small and 
medium-size business, their structure, 
investment policies and future 
possibilities. 


Disappointing Marriage: A Study of the 
Gains from Merger 


Meeks, G. 
Cambridge: Cambridge University Press, 
1977 


This study of recent mergers in the 
United Kingdom finds no evidence that 
efficiency gains typically follow mergers 
and discusses the implications of that 
conclusion for state policy on mergers. 


Accounting for Multinational Enterprise 


Alhashim, Dhia D. and James W. 
Robertson 

Indianapolis: Bobbs-Merrill Company, 
Inc., 1978 


Business practitioners and academics 
examine some international accounting 
problems stemming from the operations of 
multinational corporations. The problem 
areas discussed include the variation in 
national accounting standards, conflicts in 
applying national tax rules to 
multinationals, accounting for exchange 
rate gains and losses and the role of the 
accountant in international business 
operation and ethics. First presented as 
part of a Key Issues” lecture and dialogue 
series sponsored by International 
Telephone & Telegraph Corporation. 


Human Resource Management in the 
Multinational Company 


Desatnick, R.L. and M.L. Bennett 
New York: Nichols Publishing, 1978 


Drawing on techniques and procedures 
used successfully by a number of 
companies, the authors provide guidelines 
to international companies for dealing with 
complex relationships between local 
nationals, third country nationals and 
expatriates. 


Canada: Business, investment, government 
policy 


Canada’s Capital Spending Requirements: 
Alternatives for the Future 


Barrett, Charles A. et al. 
Ottawa: The Conference Board in 
Canada, 1978 


A description of capital spending and 
savings patterns in Canada over the last 
three decades and an assessment of capital 
requirements to 1982 on the basis of four 
different growth scenarios. 


Industrial Relations in Canada: Towards a 
Better Understanding 


Dodge, William, Leslie Ann Ferrari and 
Ann E. Jepson (editors) 

Ottawa: The Conference Board in 
Canada, Compensation Research Centre, 
June 1978 (Canadian Studies No. 49) 


Report of a round table meeting on 
issues in industrial relations and collective 
bargaining in Canada. 


Business Investment (Issues and Alternatives 
— 1978) 


Toronto: Ontario Economic Council, 
1978 


This study of the climate for private 
capital investment in Ontario, examines 
the political and economic factors that 
currently influence the level of investment 
and the outlook for investment in each 
major sector of the economy. 
Comprehensive tables provide historical 
and forecast data for Ontario and Canada 
as well as the results of a survey of business 
opinion about factors affecting investment 
decisions. 


Profile of Canada: Social and Economic 
Projections 


McCready, Gerald B. 
Georgetown, Ont.: Irwin-Dorsey 
Limited, 1977 


Focussing on ten “central areas of 
concern” — including population change, 
energy, education and business — the 
author describes current trends and 
outlines possible future directions. 


Marketing Research in Canada: A Status 
Report 


Wong, Kenneth B. and Randall G. 
Chapman 

Ottawa: The Conference Board in 
Canada, 1978 


A report on the current status of 
marketing research in Canadian 
organizations based on a sample survey of 
companies. 


Uranium, Nuclear Power and Canada-U.S. 
Energy Relations 


McIntyre, Hugh C. 

Montreal: C.D. Howe Research Institute, 
1978 

(Canadian American Committee, Report 
No. 44) 


A review of the supply-demand outlook 
for uranium in North America, the 
potential for sale of Canadian uranium to 
the United States and possible areas for 
Canada-U.S. co-operation. 


Atlantic Canada Today 


Halifax, N.S.: Atlantic Provinces 
Economic Council, 1977 


Information about the present 
resources, industries and development 
programs in Atlantic Canada and some of 
the likely future developments in that 
region. 


Canadian Directorship Practices: A Critical 
Self-Examination 


Peterson, Susan assisted by Morris Heath 
Ottawa: The Conference Board in Canada, 
1977 (December) 


Examines in detail the opinions of 50 
members of the business community on 
the subject of corporate boards of 
directors in Canada. Subjects covered 
include selection criteria, role of CEO’s, 
effectiveness and independence of boards, 
multiple directorships, frequency of 
meetings, retirement, special interest 
members and the role of directors of 
foreign-controlled subsidiaries. 


The Canadian North 


Hodgins, Bruce W. et al. 
Scarborough (Ont.) and Englewood Cliffs 
(N.J.): Prentice-Hall, 1977 


Papers and speeches on the economic 
and ecological future of the area. 


Canada Has a Future 


Drouin, Marie-Josée and B. Bruce-Biggs 
Toronto: McClelland and Stewart 
Limited, 1978 


An analysis of medium-term social and 
economic prospects, based on research by 
The Hudson Institute of Canada. 


Canada’s Trade Performance — 1960-1977 
Volume 1: General Developments 


Policy Analysis Branch, Department of 
Industry, Trade and Commerce 
Ottawa: Department of Industry, Trade 
and Commerce, October 1978 

This report examines the major 
developments that occurred in the 
composition and direction of Canada’s 
external trade during a period of 
unprecedented growth. 
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New ministers named 


Robert René de 
Cotret, Minister 
responsible for the 
administration of 
the Foreign 
Investment Review 
Act. 


Following the May 22, 1979 election vic- 
tory of the Progressive Conservative Party 
of Canada, a new Cabinet was formed in 
June. Among the new ministers named by 
Prime Minister Clark are: Robert René de 
Cotret, Minister of Industry, Trade and 
Commerce and Minister of Economic De- 
velopment and Trade; Michael Wilson, 
Minister of State for International Trade; 
and Ronald Huntington, Minister of State 
for Small Business and Industry. 

The Honourable Robert de Cotret, 35, 
replaces the Honourable Jack H. Horner 
as Minister responsible for the administra- 
tion of the Foreign Investment Review 
Act. Mr. de Cotret, an economist, Is a 
former President of the Conference Board 
in Canada, an independent business re- 
search organization. He has also worked 
as an adviser on monetary questions in the 
federal Department of Finance and as a 
senior staff economist with the President’s 
Council of Economic Advisors in Wash- 
ington, D.C. 

The Honourable Michael Wilson, 42, 
Minister of State for International Trade, 
is former Executive Vice-President and 
Director of Dominion Securities Limited, 
one of the largest investment dealers in 
Canada. Mr. Wilson also spent one year 
with the federal Department of Finance 
with responsibilities in the capital markets 
area. 

The Honourable Ronald Huntington, 58, 
Minister of State for Small Business and 
Industry, is an experienced businessman 
who has successfully run several firms in 
British Columbia. 


Easing the skilled-labour 
shortage 


With the objective of solving Canada’s 
chronic shortage of skilled labour, the 
Canada Employment and Immigration 
Commission has introduced the Critical 


Trade Skills Training (CTST) program, 
which will involve cooperation among 
government, labour, industry and 
educators. 

Assistance will be given to firms that 
undertake to initiate or expand training in 
skills for which there is either a shortage 
of workers or a heavy dependence on off- 
shore sources. Employers will be subsid- 
ized for about 45 percent of the wages paid 
to apprentices to a maximum of $170 a 
week over a maximum period of 104 
weeks. The federal government will also 
provide assistance to cover the costs of 
classroom training. 

The following are the target occupa- 
tional groups: mould and core makers; 
tool and die makers; machinists; sheet 
metal workers; boilermakers; electrical 
equipment installers; and industrial 
mechanics. 


Canada and the OECD 
Declaration on International 
Investment and Multinational 
Enterprises 


At the June 13, 1979 ministerial meeting 
of the Organization of Economic Coopera- 
tion and Development, the Honourable 
Flora MacDonald, Canada’s Secretary of 
State for External Affairs, reaffirmed 
Canada’s support of the principles embod- 
ied in the OECD’s Declaration on Interna- 
tional Investment and Multinational Enter- 
prises. The Minister also assured other 
member countries that Canada intends to 
continue playing an active and construc- 
tive role in all OECD deliberations on 
international investment issues. She 
reiterated, however, that Canada retains 
its right to take measures which it 
considers necessary to strengthen domes- 
tic enterprises and ensure that foreign 
direct investment be of significant benefit 
to Canada. 

Canada has maintained this position 
since 1976 when the OECD Declaration 
was adopted. At that time Canada voiced 
its support of the national treatment prin- 
ciple—that member countries accord 
foreign-controlled enterprises the same 
legislative, regulatory and administrative 
treatment they accord domestically- 
controlled enterprises —but stated that the 
extensive degree of foreign ownership and 
control in its economy made it necessary 
for Canada to be able to take appropriate 
measures to maintain effective control 
over its economic environment. To accom- 
plish this and other economic objectives, 


Canada has had recourse to various meas- 
ures, the best known being the Foreign 
Investment Review Act. 

The June 1979 ministerial meeting was 
the culminating point of a year-long re- 
view of the Declaration, the first since its 
adoption in 1976. Though member coun- 
tries agreed that the Declaration was a 
useful point of reference on international 
investment, they indicated that more expe- 
rience with it was necessary before any 
major conclusions could be drawn or rec- 
ommendations made. They did, however, 
adopt a minor amendment to the guide- 
lines on multinationals concerning the 
transfer of workers by multinationals in 
order to influence local labour disputes. 
They also recommended improved consul- 
tation procedures and a comprehensive 
medium-term study of the effects of com- 
peting government incentives and disin- 
centives for the location of direct 
investment. 


Planned capital investment up 


Three organizations, two governmental 
and one non-governmental, all predicted 
last Spring that capital spending by gov- 
ernment and business would rise signifi- 
cantly in Canada in 1979. Statistics 
Canada, the Government of Canada’s offi- 
cial statistics agency, the federal Depart- 
ment of Industry, Trade and Commerce, 
and the Conference Board in Canada, an 
independent research organization, all 
based their conclusions on surveys whicn 
they carried out independently on capital 
investment plans and attitudes. 

Statistics Canada expected business and 
government capital spending to be 9 per- 
cent greater in 1979 than in 1978. The pri- 
vate sector was expected to account for 
the greatest increase with capital invest- 
ment intentions up 12 percent. Though 
government spending was also expected to 
increase, it would do so at only half its 
1978 rate. 

In its semi-annual survey in April, the 
federal Department of Industry, Trade and 
Commerce found that 300 major corpora- 
tions in Canada planned to spend about 
$20.7 billion on buildings and equipment 
in 1979, which was $1 billion more than 
had been estimated only six months ear- 
lier. In manufacturing, the* biggest in- 
creases were expected in transportation 
equipment, primary metals and food and 
beverages. In non-manufacturing, strong 
increases were anticipated in mining, 
transportation and storage, as well as 
finance and other commercial sectors. 
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Also of interest in the Department’s survey 
was the fact that foreign-controlled firms 
showed a higher rate of increase in 
planned capital investment than Canadian- 
controlled firms. The 300 corporations rep- 
resent two thirds of all non-agricultural in- 
vestment in Canada. The Department es- 
timated that, for the economy as a whole, 
the real increase, once inflation was taken 
into account, would be between 4 and 6 
percent, which is substantially higher than 
the average annual increase of 1 percent 
recorded since 1975. 

The April quarterly survey of the Con- 
ference Board in Canada also indicated an 
increase. Its purpose, however, was to 
identify attitudes rather than actual 
investment intentions. To this end, it 
surveyed the chief executive officers of 
220 Canadian companies. Approximately 
58 percent of the c.e.0.’s thought that it 
was a good time to invest in Canada. The 
corresponding figure a year earlier had 
been 30 percent. Higher market demand, 
corporate profits and capacity utilization 
rates were seen by the executives as the 
main reasons for increased planned 
investment. 


Labour contract lengths 
increasing 


Research carried out last Spring by IR 
Research Reports of Kingston (Ontario) 
showed that the average length of labour 
contracts, covering 500 or more workers, 
increased in 1978. This trend coincided 
with the May 1978 end of wage and price 
controls in Canada. The table below com- 
pares the average length of contracts by 
sector in 1977 to that of 1978. 


Average contract length 


(in months and weighted by number of 
employees) 


Sector 1977 1978 
Mining 17.4 24.0 
Manufacturing 2 oman So 
Transportation 143 15.8 
Trade 165°" 19:8 
Services 14,55) 17:8 


Public administration 14.0 17.9 


Other work has confirmed the 1978 
rend. In May 1979, the federal Depart- 
nent of Labour published statistics show- 
ng that, in the first quarter of 1979, 76 
ercent of the 107 major agreements in- 
/olving 500 or more workers were signed 
or two- or three-year periods. This was the 
argest percentage of such contracts re- 
‘orded in any quarter since 1974. 


Profits rise early in 1979 


In a Spring quarterly financial report, 
Statistics Canada reported that after-tax 
profits of non-financial businesses were 
58.3 percent higher in the first quarter of 
1979 than they were in the corresponding 
period in 1978. The value of sales was 
also up 17.8 percent. 

The first quarter profit surge was attrib- 
uted to several factors. First and foremost 
was the lower value of the Canadian dol- 
lar, which made Canadian products more 
competitive abroad and at home. This in 
turn led to increased sales in the domestic 
and foreign markets. Wages were another 
important factor because they increased 
only 8 percent in 1978, a phenomenon 
which contributed both to the competi- 
tiveness and profitability of Canadian 
businesses. Part of the profit performance 
of Canadian enterprises resulted from their 
ability to increase prices without losing 
their competitiveness; again this was due 
to the lower value of the Canadian dollar. 
Also cited in the profit picture was the 
fact that Canadian businesses were able to 
increase plant utilization, resulting in 
lower costs per unit of output and thus 
greater profit per unit. Finally, resource 
companies with large inventories profited 
from the surge in metal prices. 

Profits did not rise evenly across the 
board. Manufacturing headed the list with 
an increase of 68 percent, whereas mining 
profits were up 24.7 percent and other in- 
dustries 60.4 percent. The food and bever- 
age sector had a mixed performance with 
food processing profits down 4 percent 
and distillery profits up 35 percent. 


Company reports to appear in 
segment form 


A requirement by the Canadian Institute 
of Chartered Accountants, that segmented 
information be included in financial state- 
ments, became effective for reports on fis- 
cal years starting June 1, 1979 or later. In 
so doing, Canada joined the United States 
as the only countries to require segmented 
information in companies’ annual 
financial statements. As is the case in the 
United States, accounting standards in 
Canada now require that companies pro- 
vide detailed information by line of busi- 
ness, geographic area and the split be- 
tween export and domestic sales. 

The new information requirements ap- 
ply to companies whose securities are 
traded in a public market and who file 


statements annually with a securities com- 
mission. The rule of thumb is that a seg- 
ment, which accounts for 10 percent or 
more of a company’s results, must be re- 
ported separately. Specifically, informa- 
tion must be provided if: the segment ac- 
counts for 10 percent or more of all indus- 
try segments, including inter-segment sales 
and transfers; if it accounts for 10 percent 
or more of the absolute amount of seg- 
ment operating profits or losses; or, if its 
identifiable assets are 10 percent or more 
of the identifiable assets of all industry 
segments. A company that has most of its 
operations in one segment (say 90 
percent), however, should report that in- 
dustry as dominant and not as a report- 
able segment. 

For industry segments, the company is 
required to provide a general description 
of the products and services from which 
each segment derives its revenues. For re- 
portable industry segments, including the 
remainder of the business after identifi- 
able segments are accounted for, a com- 
pany must disclose: revenue derived from 
sales to customers outside the business; 
revenues from inter-segment sales or trans- 
fers and the basis of accounting for this 
revenue; operating profit or loss, deprecia- 
tion, amortization and depletion expenses 
and any unusual items in the determina- 
tion of results; and the total assets at the 
end of the period together with capital 
spending for the period. 


For geographic segments, the location 
of each segment must be disclosed and 
the company must report: revenue to cus- 
tomers outside the company; revenue 
from sales or transfers between segments 
and the basis for accounting for such reve- 
nue; operating profit or loss or some other 
appropriate measure of profitability; and 
the total carrying amount of identifiable 
assets at the end of the year. 

In both industry and geographic seg- 
ments, the information must be reconciled 
with consolidated accounts. Furthermore, 
export sales from domestic operations 
must be reported separately when they 
account for 10 percent or more of sales. 

Companies are also expected to report: 
accounting policies that are significant to 
a reportable segment; prior period infor- 
mation when there have been changes in 
industrial or geographic groupings; and 
the effect of any changes in accounting 
practice, including the method of allo- 
cating expenses among segments. 

For more details on the new reporting 
requirements, contact the Canadian 
Institute of Chartered Accountants, 250 
Bloor St. East, Toronto, Ontario, Canada 
M4W 3G5. 


FOREIGN INVESTMENT REVIEW—Autumn 1979 3 


Japanese 
investment in 
Canada 


by Joan Gherson 


Joan Gherson is an economist with the Research 
and Analysis Branch of the Foreign Investment 
Review Agency. 


A significant development in recent years has been the growing 
importance of Japanese overseas investment. Although Japanese : 


capital represents only a small fraction of all foreign investment 
in Canada, several features have made it unique and interesting, 
including a tendency toward loans rather than equity, a high inci- 
dence of minority holdings and joint ventures, and a marked ori- 
entation toward Western rather than Central Canada, which has 
been the usual target for foreign investment in this country. 


From 1970 to 1978 nearly $27 billion 
was authorized for overseas investment by 
Japanese companies. This represents an 
average annual investment exceeding the 
cumulative total of the previous two dec- 
ades. Even though actual investment falls 
short of the licensed amount because 
some approved projects fail to material- 
ize, the rate of growth has still been 
remarkable, raising Japan from a negli- 
gible foreign investor to one of the fore- 
most in the course of a decade. If the 
current annual level of investment is 
maintained at over $4 billion, Japan could 
become the world’s second largest inves- 
tor in the 1980's. 

Japanese licensed investment in Canada 
also increased substantially and at a faster 
pace overall than that of most other in- 
vesting countries. From a total of only 
$113 million in 1969, accumulated invest- 
ment grew to $715 million by 1978-79. 

Despite its considerable growth record, 
Japanese investment in this country has 
not kept pace with total Japanese invest- 
ment overseas. From 1951 to 1970 the 
Canadian share of the total was nearly 6 
percent of all licensed Japanese foreign 
investment. For 1970 alone, when invest- 
ment for that year nearly equalled the 
total of the previous two decades, it ac- 
counted for a remarkable 10.8 percent of 
Japanese overseas investment. Since then, 
however, Canada has had a substantially 
smaller share. This country now accounts 
for only 3 percent of all outstanding 
Japanese foreign investment, ranking 
eighth in the scale of recipients. Changing 
Japanese priorities account for that de- 
crease. During the 1970’s worldwide Japa- 
nese investment in mining and forest prod- 
ucts, the two most important targets for 
investment in Canada, grew more slowly 
than total Japanese investment. The 
manufacturing sector, on the other hand, 
increased its share of the total, but that in- 
vestment was largely directed towards the 
developing countries. 

Besides being a small proportion of to- 
tal Japanese investment, the Canadian 
share represents a small proportion of to- 
tal foreign investment in Canada. Though 
Japan ranked seventh among investing 
countries in 1975, it accounted for less 
than 1 percent of all foreign direct invest- 
ment (based on actual, rather than autho- 


rized, investment and excluding portfolio 
investment). Later figures are not avail- 
able, but applications under the Foreign 
Investment Review Act indicate a contin- 
uing low level of Japanese-controlled 
investment. From 1976 to 1978 only two 
percent of the applications were from 
Japan and allowed Japanese investments 
accounted for a mere 0.3 percent of the 
total value of investments allowed. 


Characteristics of Japanese 
investment 


Japanese investment is unlike tradi- 
tional foreign investment in Canada. A 
high proportion of it is in the form of 
loans rather than equity, and the Japanese — : 
often take minority holdings or enter joint 
ventures. Another unique characteristic is 
the extensive participation of the large 
Japanese trading houses. In addition, 
while most foreign investment is destined 
for Central Canada, Japanese investment 
is earmarked mainly for Western Canada, 
particularly British Columbia and Alberta. 

Just over half of Japanese investment in 
Canada is in equity. The rest is mainly in 
the form of loans, including corporate 
bonds and debentures, with a very small 
amount in real estate and branches. This 
distribution almost exactly parallels that 
of Japan’s worldwide investment but dif- 
fers markedly from its pattern in the 
United States where 70 percent is in 
equity. In forest products and metal fabri- 
cating, the chief focus of Japan’s manu- ey 
facturing investment in Canada, the ratio 
of loans to equity is higher than the aver- 
age, whereas in the principal non-manu- 
facturing sectors, mining and trade, it is 
lower. In the trade sector equity accounts 
for over 90 percent of the investment. 

As mentioned above, the high incidence © 
of joint ventures is a distinctive feature of 
Japanese investment. On a world-wide 
basis, only about 10 percent of subsidi- 
aries are wholly Japanese owned and less 
than one-third are majority owned. Cana- 
dian experience confirms this general pat- 
tern, and it is one of the reasons why 
Canadian data on foreign direct invest- 
ment, which does not include portfolio 
investment, show Japanese investment to 
be less than half the licensed investment. 
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Cumulative Japanese investment in Canada by industry sector 
December 1978 


Investment by sector 


_ Resource development and resource- 
related industries account for more than 
half of Japan’s accumulated investment in 
Canada. Of these, mining is the most 
important (33 percent), followed by forest 
industries (20 percent). Since Japan’s in- 
vestment in resources is mainly motivated 
by its industry’s need for raw materials, its 
targets have changed over time from non- 
ferrous metals and forest products to coal 
and then to oil and uranium. In the last 
decade, copper was particularly attractive 
‘0 investors, who took a small minority in- 
erest in quite a number of developments 
n British Columbia, often providing debt 
‘inancing and long-term sales contracts. 
Most Japanese investments in the forest 


, 


| 


industry were made between 1967 and 
1973. They include control of a lumber, 
pulp and plywood company, Crestbrook 
Forest Industries Ltd., by Mitsubishi Corpo- 
ration and Honshu Paper Co. Ltd., control 
of several sawmill operations, a combined 
50-percent interest in Cariboo Pulp and 
Paper Co. Ltd. for Daishowa Paper Manu- 
facturing Co. Ltd. and Marubeni Corpora- 
tion, and a substantial interest on the part 
of Jujo Paper Co. Ltd. and Sumintomo 
Shoji Kaisha in Finlay Forest Industries 
Ltd., a pulp and lumber company. These 
companies, all located in British Colum- 
bia, export most of their wood products to 
Japan. 

By the early 1970's, investor interest 
focused on metallurgical coal in order to 
provide assured supplies for Japan’s fast- 


growing steel industry. The first major 
equity investment was in 1973 when a 
consortium led by Mitsubishi Corporation 
gained a 27-percent interest in Kaiser Re- 
sources Ltd., British Columbia’s leading 
coal producer, whose output at that time 
was wholly exported to Japan. Kaiser, with 
Mitsubishi and Mitsui & Co. Ltd., have 
plans for another large mine development 
in British Columbia, but it, as well as two 
other giant metallurgical coal projects 
that include Mitsui participation, now 
awaits better prospects in the steel indus- 
try in order to secure long-term supply 
contracts and financing. If they material- 
ize in the next decade, these three proj- 
ects alone would involve Japanese invest- 
ment exceeding the whole amount in- 
vested to date in mineral development. In 
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the meantime other joint ventures could 

occur in thermal coal, in which Japanese 
investors have shown increasing interest 

following Japan’s decision to diversify its 
energy sources. 

High-priced oil and diminishing reserves 
of conventional oil have sparked great 
Canadian and foreign interest in non-con- 
ventional oil resources in Alberta. Two 
Japanese companies, both controlled by 
the Japan National Oil Company, are now 
involved in important projects for devel- 
oping in situ technology for oil recovery 
from these resources. One, a joint venture 
between Japan Oil Sands Co. Ltd. and 
Norcen Energy Resources of Canada, is 
concluding a pilot program using steam in- 
jection for heavy oil recovery; a decision 
about commercial production has not yet 
been made. In another joint venture with 
Petro Canada and other partners, Japan 
Oil Sands Alberta Ltd. will invest at least 
$75 million over the next 15 years to de- 
velop new technology for recovering oil 
from oil sands by electrical induction. 

Reflecting their substantial commitment 
to nuclear energy for generating electri- 
city, the Japanese are also engaging in 
exploration for uranium. PNC Explorations 
(Canada) Co., a newly-formed subsidiary of 
the Japanese Government agency, Power 
Reactor and Nuclear Fuel Development 
Corp., has several projects in Canada, in- 
cluding a partnership with Eldorado 
Nuclear Ltd. and Saskatchewan Mineral 
Development Co. (SMDC) at Beaverlodge, 
Saskatchewan and a 45-percent interest, 
also in partnership with SMDC, at 
Wollaston Lake. With an annual budget of 
only $2.5 million, however, PNC’s expendi- 
ture is but a very small part of the nearly 


Japanese applications to the Foreign Investment Review Agency* 


po : 


Number of applications 
Allowed 
Disallowed 
Withdrawn 


Resources 
Manufacturing 
Services 
Allowed applications by region 
British Columbia 
Prairie Provinces 


Ontario 
Quebec 
Atlantic Provinces 


* To March 31, 1979 


Allowed applications by sector 


Acquisitions New businesses 


43 15 
] 

3 5 
. 

2 4 
9 10 
5 7 
4 = 
5 6 
2 1 
- 1 


$70 million spent last year on uranium 


exploration in Canada. 


Except in pulp and paper, Canada has 
not been as successful as Europe or the 
United States in attracting Japanese capi- 
tal in manufacturing. The few Japanese 
companies that are in Canada, however, 
produce a wide range of products, from 
Japanese milk products to plastic products 
and color televisions. Many of them are 
joint ventures, combining Japanese tech- 
nology and financing with Canadian mar- 
ket access. Titan Steel and Wire Co. Ltd., 
a large cable manufacturing company, is 


one such Japanese-Canadian venture, in 
which Kobe Steel Ltd. and Mitsui Corpora- 
tion are the Japanese partners. Another is 
Sekine Canada Ltd., which makes bicycles 
for the Canadian market using Japanese 
Sekine Industries Ltd. technology. There 
are also a number of joint ventures in tex- 
tiles, mainly in Quebec, the largest being 
Fuji Dyeing and Printing Limited, engaged 
in dyeing, printing and finishing textiles. 
The Japanese partners in this venture are 
C. Itoh & Co. Ltd., Seiren Co. Ltd. and 
Teijin Ltd. An important manufacturer of 
ball and roller bearings with substantial 


Japanese licensed investment in Canada (million dollars) 


By period or 
year Year 


1951-1969 


Cumulative 


1970 


1971 


1972 


1973 


1974 


1975 


1976 


211 


225 


276 


389 


IRS (7s 


1978 


Source: Japanese Ministry of Finance 


441 


499 
585 
633 


“715 
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world exports is NTN Bearing Mfg. Canada 
Ltd. Beginning as a joint venture with 
Canadian-owned CAE Industries Ltd., the 
firm is now Japanese controlled. 

There are also substantial Japanese in- 
vestments in some food processing activi- 
ties, mainly oilseeds and fish products. 
The several minority interests and joint 
ventures in Western Canadian oilseed pro- 
cessing plants all date from 1973-76. Inter- 
est in fisheries began much earlier. Maru- 
beni Corp.’s 50-percent holding in Cassiar 
Packing Company Ltd. dates from 1962, 
while Taiyo Fishery Co. Ltd. has been 
established on the east coast since 1966. 
Recently, Japanese investors have shown 
renewed interest in this resource. 


One investment intention which could 
dwarf all previous investment in manufac- 
turing is the $225-million Petrochemicals 
Alberta Project (Petalta), a world-scale 
benzene plant, in which Mitsubishi Corp. 
is a partner. 

In terms of the number of investments, 
the service sector, which covers trade, 
warehousing, banking and other activities, 
is by far the largest. Nearly 40 percent of 
licensed investments have been in this 
sector. Moreover, since they more often 
involve Japanese control, these invest- 
ments represent an even higher proportion 
of cases reviewed under the Foreign In- 
vestment Review Act. Of the 23 Japanese 
investment proposals allowed under the 
Act between 1974 and 1978, 19 were at- 
tributed to service industries. Their aver- 
age value, however, is small and conse- 
quently services account for only about a 
quarter of the value of licensed invest- 
ment. This sector includes the captive dis- 
tributors of Japanese manufacturers and 
the Canadian subsidiaries of major Japa- 
nese trading companies who play a major 
part in servicing the $1.7-billion import 
and $2.5-billion export trade with Japan. 
Annual revenues of the three largest of 
these companies, Mitsubishi Canada, 
Mitsui & Co. (Canada) and Marubeni 
Canada, place them in the top 100 firms 
in Canada, according to the Canadian 
Business Magazine listing. Nissan 
Automobile Co. Canada, which imports 
Datsun cars and trucks, Canadian Honda 
Motors Limited and Canadian Motor 
Holdings Ltd. (Toyota), are in the top 200 
companies. Most of the other well-known 
Japanese manufacturers such as Sony, 
Panasonic, Hitachi, Yashica, Noritake, as 
well as some lesser known firms, also 
have substantial distributing companies in 
Canada. This trading group includes most 
of the wholly-owned Japanese companies 
in Canada, although some have Canadian 
partners. It also represents the oldest 
Japanese investments in Canada, many 
dating from the early 1950’s when 
Japanese trading companies began to es- 
tablish themselves around the world. 

Increasing travel between Canada and 
Japan has encouraged investment in tour- 
ism. C. Itoh & Co., for example, has a 


minority interest in a company selling 
package tours between the two countries 
and Prince Hotels Inc. owns a hotel in 
Toronto. In the financial sector, several 
Japanese banks have established represen- 
tative offices in Canada. 


Outlook for Japanese 
investment 


The slower growth rate of the past sev- 
eral years and the decreases in 1974 and 
1977 have deflated previous Japanese in- 
vestment forecasts which were based on 
annual increases of 20 percent or more. 
Nevertheless, many factors point to con- 
tinued high levels of Japanese foreign 
investment over the next several years. 
Foreign investment by Japanese compa- 
nies is being encouraged by the Japanese 
government to help reduce the large accu- 
mulation of foreign exchange reserves and 
to offset protectionist measures against 
Japanese exports. At the same time, the 
relatively high exchange value of the yen 
makes foreign investments increasingly at- 
tractive to Japanese firms. In addition, 
rising Japanese labour and electricity costs 
have made manufacturing more competi- 
tive in some foreign locations and growing 
environmental concern in Japan may limit 
further industrialization at home. Finally, 
Japanese fiscal policy and the establish- 
ment of the EXIM bank favour new invest- 
ment in resource projects. The increase in 
overseas investment in 1978 has also en- 
couraged expectations for a period of 
renewed growth. 

The outlook for Japanese investment in 
Canada is also quite favourable. One 
hopeful sign was the slight rise in 
Canada’s share of total Japanese foreign 
investment in 1978 after several years of 
steady decline. That decline was largely 
attributed to the slower growth of 
Japanese investment in the resource sec- 
tor. World-wide Japanese investment in re- 


Canadian investments 


housing, wire manufacturing, venture 
capital 


Marubeni Corporation - trading, fish pro- 
cessing, construction, wire products, 
minerals, oil and gas 


Mitsubishi Corp. - trading, oilseed pro- 
cessing, minerals, pulp, lumber, beef 
processing, venture capital 


* Includes subsidiaries 


Some Japanese trading companies* and their 


Mitsui & Co. Ltd. - trading, minerals, ware- 


sources is not expected to accelerate, but 
there are a number of reasons why a 
larger proportion could be directed to 
Canada. First, Japanese investments in this 
country’s resources have been increasingly 
directed to energy resources. The outlook 
for this sector, and for fisheries, in which 
there is increasing Japanese interest, is 
more favourable than for other raw mate- 
rials, though much will depend on Cana- 
dian investment and export policies in 
these sensitive areas. Another factor that 
favours Canada for resource investment is 
its reputation as a stable and reliable 
source of supply. In a recent survey, 
Japanese investors ranked Canada higher 
than any other resource area in terms of 
investment climate. 

While investment in Canadian resources 
should grow despite a general slowing of 
Japanese resource investment growth, the 
manufacturing sector could benefit from 
the trend towards establishing new plants, 
particularly for consumer durables, in de- 
veloped countries. Thus far, the United 
States and Europe have been the chief 
beneficiaries of that investment, but the 
recent improvement in Canada’s competi- 
tive position, a result of the lower ex- 
change level of the dollar and increased 
industrial productivity, could spark new 
interest. Specific measures, such as the re- 
mission of duty on certain imported manu- 
factures in return for purchases of Cana- 
dian components, could also encourage 
the production in Canada of parts for ex- 
port. For manufacturing generally, 
Canada’s resource base and its relative ad- 
vantages in energy will be important fac- 
tors in future development. Greatly 
increased contact between Japan and 
Canada, not only of officials, both federal 
and provincial, but also of businessmen, 
through trade and investment missions 
and the Canada-Japan Business Co- 
operation Committee, are fostering a 
greater awareness of the mutual benefits 
of investment. 


C. Itoh & Co., Ltd. - trading, oilseed 
processing 


Nissho-Iwai Co., Ltd. - trading, oilseed 
processing 


Sumintomo Shoji Kaisha Ltd. - trading, 
lumber, minerals 


Kunematsu-Gosho Ltd. - trading 
Toyo Menka Kaisha Ltd. - trading 
Itoman & Co. Ltd. - trading 
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Canada’s 
industrial 
relations in 
international 
perspective 


by Alton Craig 


Alton Craig is a professor with the Faculty of 
Administration of the University of Ottawa. 


Some significant differences exist between the industrial- 
relations systems of Europe and Canada, principally in the extent 
of unionization, the legal framework and collective bargaining. 
Canada has placed more emphasis on collective bargaining legis- 
lation, whereas European countries have generally concentrated 
on labour standards legislation. This accounts in great part for 
the differences between Canadian and European collective bar- 
gaining in particular, and their industrial-relations systems in 


general. 


Any comparison of industrial-relations 
systems is subject to problems because 
different countries use different concepts 
and have different data gathering and re- 
porting methods. It is only by considering 
the nature of the systems that one can 
find a meaningful comparison. Thus, time- 
loss due to work stoppages is a meaning- 
ful statistic only when it is placed in the 
context of the legal framework and the 
collective bargaining system and when 
other factors, such as the length of indi- 
vidual work stoppages, are taken into 
account. 


Unionization and union 
movements 


Canada has neither the most nor the 
least unionized labour force in the world. 
At about 31 percent of the civilian labour 
force, its degree of unionization is lower 
than that of Sweden (75 percent), Belgium 
(66 percent), Denmark (65 percent), and 
Italy (about 45 percent), but is higher than 
that of France (25 percent), Switzerland 
and the United States (22 percent). The ex- 
tent of unionization in Canada’s labour 
force is expected to increase, however, 
with more and more public and para- 
public employees being allowed to union- 
ize and engage in collective bargaining. 
Continued union efforts in traditionally 
non-union sectors, such as financial insti- 
tutions, will also contribute to this growth. 

It has been observed that, in general, 
organized labour in Europe exercises 
greater political influence than its Cana- 
dian counterpart. The degree and nature 
of that influence, however, varies from 
country to country; this is clear when one 
compares the situation in the United King- 
dom, where organized labour is closely 
tied to a party which is regularly in power, 
to that of France, where organized labour 
is closely tied to the country’s two major 
opposition parties which have not been in 
power for a very long time. Nevertheless, 
the intimate relationship between major 
political forces and organized labour in 
Europe has only a relatively weak parallel 
in Canada where the Canadian Labour 
Congress, Canada’s largest labour federa- 
tion, has maintained a fairly close rela- 
tionship with the country’s third most 
important federal party, the New Demo- 


cratic Party, which has never been in 
power. Canada’s other labour federations 
are not affiliated to any political party. To 
underline the influence of European or- 
ganized labour, it should be noted that 
the heads of the largest unions in the 
United Kingdom are members of the 
Labour Party’s executive and that in Italy, 
West Germany, Austria and Sweden, major 
union heads are regularly consulted before 
any major social or economic legislation is 
passed. In Canada, neither tradition nor 
law oblige the government to consult or- 
ganized labour; in other words, the degree 
of consultation, indeed whether or not 
there is consultation, is at the discretion 
of the government. Another factor that 
gives European organized labour a much 
stronger political voice than its Canadian 
counterpart is that it is easier for Euro- 
pean labour executives or representatives 
to speak as the voice of labour than Cana- 
dian labour representatives, who must 
consult their membership before taking 
any definite stand or committing labour to 
any policy. 

The industrial-relations systems of 
Europe and Canada differ also in terms of 
union-employer relations. In Europe, there 
is a fairly close working relationship be- 
tween the trade-union federations and the 
federations of employers, whereas in 
Canada such a relationship does not exist, 
partly because of the loosely-knit nature 
of the employer associations. Consultation 
between workers and employers was for- 
merly set out as an objective in Europe 
many years ago when the signatory gov- 
ernments to the Social Charter of Europe, 
adopted in 1961, undertook to promote 
that kind of consultation. No such charter 
exists in Canada. This is not to say that 
there has not been consultation between 
representatives of business and labour in 
this country. A good example of such con- 
sultation was the tripartite sector task 
force committees, which were organized 
by the federal government in 1978 for the 
purpose of analysing Canada’s industrial 
sectors and making recommendations for 
strengthening them. Though business and 
labour did disagree in a number of areas, 
a fairly effective dialogue was achieved. 

Union-employer relations at the com- 
pany level are also much more structured 
and extensive in Europe than in Canada. 
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In a number of European countries, no- 
tably Sweden and West Germany, worker 
participation on company policy boards 
has been in practice for a relatively long 
time, whereas in Canada it is a concept 
which has not advanced beyond debate. 
Worker participation or industrial demo- 
cracy has not been universally accepted in 
union circles themselves and union federa- 
tions have placed greater emphasis on tri- 
partite (government-business-labour) con- 
sultation on questions such as a national 
industrial policy. Claims for worker 
participation have tended to reflect the 
views of the avant-garde in the labour 
movement rather than those of the aver- 
age union member. 


Collective bargaining and 
dispute settlement 


Canada has the most decentralized bar- 
gaining structure of all its major trading 
partners. This is due in large measure to 
the fact that the federal government's ju- 
risdiction over labour relations is limited 
to only about 10 percent of the labour 
force. European governments, even those 
in federal systems, play a much greater 
role. Canadian employers and unions, who 
operate on a national scale, may have to 
deal with labour laws in up to 10 different 
jurisdictions. This is further complicated 
by the fact that Canadian collective bar- 
gaining law is considerably detailed on 
such items as “appropriate” bargaining- 
unit determination, bargaining agency cer- 
tification, a wide range of unfair labour 
practices by both employers and unions 
and, to some extent, the contents of col- 
lective agreements. Furthermore, most 
Canadian jurisdictions have a fairly elab- 
orate system for compulsory third-party 
intervention before a strike or lock-out 
occurs. The European approach to collec- 
tive bargaining law is very different. It has 
been observed that, in general, European 
collective bargaining law is more con- 
cerned with establishing a legal frame- 
work in which the bargaining process can 
take place than with a detailed blueprint 
for the process itself. Thus, there is no 
European equivalent to the certification 
procedure, the statutory bargaining unit 
and the majority-representation character- 
istics of Canadian and U‘S. collective bar- 
gaining law. 

Given the nature of European law, em- 
ployer associations and union federations 
often negotiate collective agreements on 
an industry or, at least, sector basis. This 
more centralized form of bargaining al- 
lows both employers and union leaders to 
take a much more comprehensive view of 
their industry and country’s competitive 
position and to act accordingly. In some 
European countries, settlements at this 
level establish a minimum which may be 
increased at the sector or company level, 
a phenomenon known as wage drift. In 
Canada, the decentralized bargaining 


structure makes it difficult for employers 
and union leaders to perceive the impact 
of their settlements on the industry or 
country as a whole. In recent years, how- 
ever, there has been a growing trend in 
some parts of the country, notably in 
Quebec and British Columbia, toward a 
more comprehensive bargaining system. In 
addition, a recent federal government task 
force recommended that broader-based 
bargaining units be used in industries 
under federal jurisdiction. As a result, col- 
lective bargaining in Canada may be 
slowly becoming more comprehensive. 


Labour standards and collective 
bargaining 


Though Canada has a substantial 
amount of social welfare legislation, rang- 
ing from unemployment insurance to a 
medicare plan available across the coun- 
try, its labour standards legislation —in 
various countries this may include mini- 
mum wages, hours of work, health and 
safety, and “social security” issues or 
fringe benefits —is not as extensive as in 
Europe, where broad items affecting work- 
ers’ daily lives are covered in that kind of 
legislation rather than in collective agree- 
ments. This tends to limit the contents of 
collective agreements in Europe and, in 
cases where the workers seek change, to 
result in court cases rather than in the 
negotiation of contract terms or even 
strikes. The obvious implication is that the 
negotiation of collective agreements in 
Europe is less farreaching and compli- 
cated than it is in Canada. 

A case in point is the different approach 
used by Europeans and North Americans 
in coping with technological change, a 
problem which has caused several dis- 
putes in Canada. Most European countries 
have attempted to solve the problem by 
means of legislation. In some European 
countries, employers are required to make 
payments into government-administered 
“redundancy schemes” to cushion the 
impact of technological and other 
changes. No such legislation exists in 
Canada. There are other examples. In 
some European countries, such as the 
United Kingdom, medical payments come 
out of general revenue rather than 
employer-employee contributions. In 
Canada, social security plans or fringe 
benefits have placed a heavy burden on 
collective bargaining, particularly when 
employers have been hostile in principle 
to dealing with such issues in collective 
bargaining. 


Canada’s strike record in 
perspective 


Close to 90 percent of all industrial 
negotiations in Canada are settled without 
work stoppages. The lengthy duration of 
some work stoppages, however, has hurt 


Canada’s image in terms of man-days lost 
per thousand employees. From 1960 to 
1976, the percentage of strikes in Canada 
which lasted over 25 days increased from 
19 percent to 40 percent. In 1977, Canada 
experienced 100 strikes, 10 percent of 
which lasted between 50 and 99 days and 
accounted for 30 percent of all time lost 
that year. In addition, about 4 percent of 
the strikes lasted from 100 to 199 days 
and accounted for 17 percent of the time 
lost. Thus, 14 percent of the strikes in 
1977 accounted for approximately 47 per- 
cent of the time lost, a fact which con- 
firms the view that Canada’s problem is 
not the number of strikes, but rather their 
duration. 


A number of factors have been identi- 
fied to explain this phenomenon. One 
major consideration is the size and com- 
plexity of the collective agreements. As 
was pointed out above, collective agree- 
ments in Canada and the United States 
are very complex documents which are 
difficult to negotiate in the short nego- 
tiation periods available. The adversary 
nature of the negotiations, with labour 
and management taking extreme initial 
positions, complicates the process further 
because the initial demands and counter- 
offers take a long time to narrow down to 
positions acceptable to both parties. Since 
membership ratification of agreements is 
traditionally used in Canada, large open- 
ing demands by unions can raise member- 
ship expectations to the point where it be- 
comes difficult to obtain ratification be- 
cause the settlement terms may very well 
fall short of those expectations. Further- 
more, there have been cases of employers 
who were not willing to accept unions and 
collective bargaining; this attitude has 
frustrated employees and has prolonged 
what might otherwise have been minor 
conflicts. 

Lengthy strikes are not new to Canada 
and the United States. In 1946, it took a 
six-month strike between the Ford Motor 
Company and the United Automobile 
Workers Union in Canada to resolve the 
question of a particular type of union 
security clause. In 1947, the United States 
experienced a very long strike when 
unions attempted to force employers to 
negotiate pension plans. In addition, there 
was a 116-day strike in the U.S. steel 
industry in 1959 over the employers’ 
unsuccessful attempts to change local 
work rules. Despite the length of the 1959 
strike, little damage was done to either 
the U.S. economy or the steel industry. 


Similar conclusions can and have been 
drawn in relation to strikes in Canada. It 
has been shown that work stoppages in 
Canada’s goods producing industries have 
had an insignificant effect on the eco- 
nomy. Furthermore, given the nature of 
Canada’s dispute settlement procedures, 
employers and workers can hedge against 
strikes by extra work and stockpiling or 
replenish inventories after strikes. 
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1970-77 


1960-77 


Annual percentage change in manufacturing unit labour costs, 11 countries 


1960-1977 (based on U:S. dollars) 


Labour costs per unit of output 


Three major factors must be taken into 
account when comparing Canada’s labour 
costs with those of its major trading part- 
ners. They are hourly compensation, pro- 
ductivity and exchange rates. A special 
problem arises when comparing compen- 
sation because it includes not only direct 
wages but also other forms of supple- 
mentary income. In some countries parts 
of social security programs are financed 
out of general revenue from taxes, where- 
as in other countries either employer or 
employee-employer contributions finance 
these social security benefits. Neverthe- 
less, a comparison of labour costs is 
possible. 


Percentage change 


Canada’s labour costs compare favour- 
ably to those of its major trading partners. 
In fact, on a U.S. dollar basis, Canada was 
second only to the United States in terms 
of its unit labour cost performance be- 
tween 1960 and 1977. As the graph indi- 
cates, Canada’s annual percentage in- 
crease in manufacturing labour costs was 
significantly lower than that of all its 
trading partners, except the United States. 
Canada’s increase was about half that of 
Japan and about two-thirds less than that 
of most of its European trading partners. 


Conclusion 


Canada’s industrial-relations system is 
significantly different from that of most 


Source: Bureau of Labor Statistics of the U.S. Department of Labor 


European countries. Canada has placed 
more emphasis on collective bargaining 
legislation than European countries have 
and much less on labour standards legisla- 
tion. This has had a direct bearing on 
Canada and Europe’s experience with col- 
lective bargaining. Much of what is cov- 
ered in European legislation is left to col- 
lective bargaining in Canada, making the 
process much more complicated in this 
country. The complicated nature of col- 
lective bargaining in Canada in turn partly 
accounts for the greater length of strikes 
in this country. And, as was shown above, 
it is the length and not the number of 
strikes which accounts for much of the 
time-loss due to work stoppages in 
Canada. 
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Acquisitions by 
multinationals 


This article was prepared by staff of the Foreign 
Investment Review Agency 


A recent study by the Foreign Investment Review Agency 
showed that multinational enterprises (MNEs) accounted for the 
majority of acquisition cases it had reviewed. Most of the MNEs 
had operations in several countries including Canada at the time 
of their initial application, and sought to acquire businesses 
whose activities were related to those of their existing Canadian 


interests. 


ee em ee ae a 


In this study an MNE was defined as a 
company that had operations in one or 
more countries other than its home coun- 
try and Canada. Though less rigorous than 
those used in some MNE studies, this 
definition excluded most small trans: 
border operations without unduly limiting 
the size of the sample. 

The study covered those acquisition 
cases that were decided between April 
1974, when the Foreign Investment Review 
Act came into force, and March 31, 1979. 
In all, there were 953 such cases. How- 
ever, in those cases which involved a joint 
application by two or more companies, 
each applicant was considered to have 
made a separate application, bringing the 
total number of applications to 986. 

MNEs accounted for 71 percent of all 
acquisition applications. However, only 27 
percent of those came directly from the 
MNEs themselves. In the majority of cases 
an existing or newly-formed subsidiary, 
either Canadian (55 percent) or foreign (18 
percent), was the company named in the 
application. The number of MNEs identi- 
fied as ultimate controllers, however, was 
smaller than the number of MNE-related 
applications because many MNEs were in- 
volved in two or more applications, often 
through different subsidiary companies. In 
fact, 33 percent of the MNEs identified as 
ultimate controllers were involved in more 
than one acquisition application. This is 
over five times greater than the rate for 
non-MNEs. Although most of the ‘repeat’ 
MNEs were involved in only two applica- 
tions, a significant number were involved 
in several, including one which was identi- 
fied in 12 applications. In some cases 
second applications involved the re- 
submission of an application previously 
disallowed, but in most instances they 
were for the acquisition of another Cana- 
dian business. Where an MNE was in- 
volved in more than one application, the 
direct applicant was not always, or even 
often, the same for each application. 
More than two-thirds of these MNEs did 


not use the same applicant for all acqui- 
sitions. In all, 265 of the 697 MNE applica- 
tions were repeat applications and, in 
consequence, the number of separate 
MNEs studied was only 432. 


Characteristics of MNE 
applicants 


A majority of the MNEs involved in the 
study were corporations with world-wide 
operations. More than half (56 percent) 
operate in 10 or more countries and al- 
most 75 percent in five or more (Table 1). 
The United States accounted for both the’ 
largest number of MNEs (59 percent) and 
the largest number of world-scale appli- 
cants. For example, 135 of the 241 MNEs 
operating in 10 or more countries were 
American. Nevertheless, the proportion of 
all U.S. applications that were from MNEs, 
as well as the proportion of large-scale 
MNEs in the U:S. total, is smaller than cor- 
responding proportions for many coun- 
tries, notably several European countries. 

As well as having operations in a num- 
ber of countries, most of the MNE appli- 
cants already had one or more Canadian 
subsidiaries or associates at the time of 
their initial application: nearly 75 percent 
had at least two such subsidiaries, while a 
further 10 percent had one. Fourteen per- 
cent had more than 10 Canadian 
subsidiaries. 

A comparison of the MNEs involved in 
acquisition applications with those listed 
in the Fortune 500 largest corporations 
gives further evidence of the large size of 
MNE applicants. Of the 253 U.S. appli- 
cants, over half (143 applicants) are 
among the top 500 corporations on the 
Fortune list and a further 25 are among 
the next largest 500. Sixty-nine of the 179 
applicants from other countries are listed 
among the largest 500 corporations out- 
side the United States. Moreover, both 
U.S. and other applicants represented a 


FOREIGN INVESTMENT REVIEW—Autumn 1979 11 


Table 1 


Multinational enterprises by home country and host countries 


Holland 


France 


very high proportion of the very largest 
companies - 27 of the 50 largest U.S. cor- 
porations and 20 of the 50 largest corpora- 
tions outside the United States were 
included. 

In the sample of MNE applicants there 
were 369 publicly-owned and 63 privately- 
owned corporations; six of the privately- 
owned corporations are in fact controlled 
by foreign governments. The sample, 
which covered nearly every industry, 
showed wide variation in the value of 
gross revenues and assets and in 
employment. 


Links between MNE applicants 
and companies sought 


One of the purposes of the study was to 
examine the links between the operations 
of the MNE, particularly its existing Cana- 


Table 2 


Operations of MNE in Canada 


Type 


Resource development and exploit 


Full-scale operations 


Trade (other than parent’s products) — 


Finance 


Other services _ 


ae 
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Table 3 


Diversification by parent 


Total 


dian operations, and those of the com- 
pany being acquired. Evidence of links, 
such as vertically or horizontally related 
operations, does not imply, however, that 
the link was the reason for the applica- 
tion. In some cases, such as indirect acqui- 
sitions, where a company seeks to acquire 
the Canadian subsidiary of an already- 
acquired foreign parent, any link between 
the company being acquired and other 
Canadian operations of the applicant 
could be quite fortuitous. However, the 
links will show the kind of expansion that 
could result from the acquisition. 

Where an applicant already had Cana- 
dian operations at the time of the applica- 
tion, possible links between those subsidi- 
aries and the company being acquired 
were examined first. In order that the 
nature of those links could be determined 
more precisely, the operations of MNE 


Observed link between MNE and company sought 


applicants in Canada were first classified 
according to a number of defined activi- 
ties or groups of activities. Seventy-four 
MNEs had no operations in Canada at the 
time of their application, although several 
of these had newly-formed subsidiaries 
that were not operating. For the remain- 
der, major operations of subsidiaries were 
classified in one of the following seven 
groups: distribution of MNE (and related) 
products only; branch-plant production, in- 
volving production of one or more of the 
parent company’s products; resource de- 
velopment and exploitation (including 
mineral mining and refining, agriculture, 
forestry and fishing); full-scale operations, 
defined as the capability of performing all 
functions of the parent company for most 
of its product lines, generally including 
product development, production and dis- 
tribution; trade, which covered the mer- 


chandising of products not produced by 
the parent company or its affiliates, usu- 
ally general retail trade; financial services; 
and other services (Table 2). 

For the vast majority of the 697 applica- 
tions studied, some link was found be- 
tween an existing Canadian subsidiary and 
the company being acquired. Horizontal 
links, where the operations of the ac- 
quired company were the same as one or 
more of the applicant’s subsidiaries, oc- 
curred most frequently (530 cases). This 
high proportion with horizontal linkage is 
partly explained by the fact that a large 
number of existing Canadian operations al- 
ready combined several activities so that 
expansion in any one of those activities 
would be described as horizontal integra- 
tion. For example, of the 132 cases of hori- 
zontal integration in the distribution of 
MNE products, only 21 were in fact under- 
taken by MNEs whose major activity was 
in that category. The rest were initiated by 
the MNEs whose major activity in Canada 
was branch-plant production (40 cases), 
full-scale operations (65 cases) and other 
activities (6 cases), but who had some dis- 
tribution activity that led to the acquisi- 
tion being classified as horizontal integra- 
tion. There was correspondingly less evi- 
dence of vertical linkage, either forward 
(for example, where the subsidiary com- 
pany was a manufacturer and the 
acquired company a distributor) or back- 
ward (where the acquired company might 
be a supplier). Only 11 applications indi- 
cated possible forward integration be- 
tween the acquired company and either a 
Canadian subsidiary or the parent, while 
31 gave evidence of backward integration. 

If the MNE applicant had no existing 
Canadian operations, or if no links were 
found between the acquired company and 
existing Canadian subsidiaries, then link- 
age was sought with the operations of the 
ultimate controller. In 83 cases the MNE 
was found to have operations in some 
other country that were similar to those of 
the acquired company (horizontal integra- 
tion with the parent company), leaving 
only 42 cases where the acquisition was 
considered to be real diversification on 
the part of an MNE with no related opera- 
tions in Canada or elsewhere. 


Conclusion 


The study of MNE applications showed 
that a very high proportion of applications 
to acquire Canadian businesses emanate 
from MNEs either directly or through a 
subsidiary company, and a fairly large 
amount of these are from MNEs with 
world-wide activities. Furthermore, a fairly 
high proportion of MNEs are involved in 
more than one application. At the time of 
the application, most of the MNEs already 
had operations in Canada such that the 
acquisition could generally be viewed in 
terms of horizontal integration. 
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Capital markets 
in Canada 


by Gilles Gratton 


Gilles Gratton was until recently editor of 
L’investisseur étranger, which is the French 
counterpart of the Foreign Investment Review. 


Canadian corporations, whether foreign- or Canadian-controlled, 
can look to a sophisticated and diversified domestic capital mar- 
ket to raise funds for new investments or acquisitions. Over the 
years, the Canadian market has matured to the point of being 
one of the most efficient in the world, trailing only New York and 
London in prestige. This status is due to Canada’s high rate of 
saving —exceeded only by Japan and West Germany —and the de- 
velopment of institutions and mechanisms which ensure an effi- 
cient allocation of savings through the capital market. 


In 1978 net new financing by Canadian 
governments and business through securi- 
ties markets in Canada and abroad 
reached a record figure of $28.3 billion, 
which is over four times greater than it 
was only five years earlier. Although gov- 
ernment issues predominate in the total of 
new borrowing, Canadian corporate issues 
amounted to over $10 billion, $9 billion of 
which were placed on the Canadian 
market. Corporate borrowers include a 
wide range of organizations from finance 
companies, real estate firms, service 
enterprises, exploration and development 
companies to large and small manufac- 
turers. The size of new corporate issues 
reflects this variety, ranging from a low of 
$1 million to a high of $250 million. 

For several years bond issues repre- 
sented an increasing share of long-term 
corporate financing on capital markets, 
reaching 76 percent of the total in 1976. 
Although the value of new bond issues 
continued to rise in 1977, their share of 
the total began to decline as preferred 
share issues increased. In 1978 only 40 
percent of new long-term financing by cor- 
porations on capital markets was in the 
form of bonds and in that year the value 
of new bond issues fell for the first time in 
five years, to $4.2 billion. 

The proportion of bond financing car- 
ried out on Canadian markets has fluctu- 
ated according to the availability and 
price advantage of foreign financing. 
While only a few large Canadian firms 
had access to the U.S. markets in the late 
1960's and early 1970's, several Canadian 
firms issued bonds on the New York and 
European markets in 1975 and 1976. Re- 
moval of the Canadian withholding tax on 
interest payable to foreigners on new cor- 
porate loans with a term of five years or 
more made Canadian company securities 
more attractive for foreign investors after 
June 1975. Furthermore, the substantial 
difference in interest rates in 1976 be- 
tween issues payable in Canadian dollars 
and eurodollars favored recourse to Euro- 
pean markets. Increased borrowing in 
Europe substantially reduced the value of 
corporate bonds issued in Canada from $2 
billion in 1975 to $1 billion in 1976, while 


issues in foreign currencies rose from $600 
million to about $2.9 billion. As the gap in 
interest rates narrowed in 1977 and the 
value of the Canadian dollar declined, for- 
eign borrowing decreased and issues in 
Canadian dollars rose to $2.4 billion. The 
following year the value of corporate 
issues on Canadian markets reached $2.7 
billion and those on foreign markets, $1.5 
billion. 

Since 1970, common stocks have played 
a limited role in new financing. Apart 
from a small number of public utility and 
petroleum industry issues, few corpora- 
tions have sought funds in the stock mar- 
ket. Business uncertainty, inflation, the 
increasing importance of institutional 
lenders and tax policies favoring debt 
holding are all factors that contributed to 
the decline in common equities. 
Nevertheless, the value of common shares 
issued in 1978 reached a postwar peak of 
nearly $1 billion, an impressive 35-percent 
increase above the preceding year. 

Since 1974, however, the market for pre- 
ferred shares has surged largely as a result 
of innovative features which combined 
some of the successful elements of bond 
issues, such as term contracts and variable 
yields, with the more flexible tax treat- 
ment accorded to equity issues. The 
annual value of preferred stock issues rose 
from less than $200 million at the 
beginning of this decade to more than 
$5 billion in 1978. The ability to issue such 
securities made it possible for firms to 
overcome cyclical problems, expand their 
business, acquire other firms or reorganize 
their financing. Despite the introduction in 
1979 of a different tax treatment that 
eliminates some of the advantages of pre- 
ferreds, they remain very popular with 
financial institutions. 

The long-term financing requirements of 
Canadian corporations have been high 
relative to the moderate growth in capital 
expenditure. This is due to the fact that a 
number of corporations took advantage of 
favorable conditions in 1977 and 1978 in 
medium- and long-term markets to 
improve their financial position by sub- 
stituting longer-term debt for some short- 
term obligations and by accumulating 
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Billions of Dollars 
(ee) 


Pao es eae ee 
Net New Issues 
of Canadian 
Corporations 


1974 to 1978 
(SARC: YATE 


greater financial assets. Forecast improve- 
ments in capital expenditure for 1979, 
however, indicate that a larger part of 
new financing will be for new capital 
projects. 


The secondary markets 


In size, breadth and liquidity the Cana- 
dian secondary markets for equities rank 
behind only the United States and the 
United Kingdom. Trading in outstanding 
issues centers on Canada’s five stock ex- 
changes which are, in order of impor- 
tance, Toronto, Montreal, Vancouver, Cal- 
gary and Winnipeg. Listing of the five ex- 
changes totals more than 2,000 common 
and preferred issues and represents a total 


1977 
1978 


1976 


_ Foreign 
Markets 


Canadian 
Markets 


Preferred Stocks 
Common Stocks 


value in excess of $400 billion at current 
market prices. Both the trading and value 
have been heavy, some 2 billion shares 
being traded for a total value of $12.7 bil- 
lion in 1978 alone, which was a 62-percent 
increase over that of 1977. 

The Toronto Stock Exchange dominates 
secondary equity markets, accounting for 
approximately 55 percent of the volume 
and 80 percent of the value of trading on 
all Canadian exchanges. The Toronto 
Stock Exchange’s 300 composite index is 
widely used as the barometer of Canadian 
stock market performance. In the year 
ending in June 1979, the Canadian market 
outperformed all the world’s major stock 
markets, according to a survey by The 
Economist. The stocks of 14 of the 20 
largest foreign corporations in Canada 
(including U.S., British and European) are 


1978 


1978 
1977 


1975 1976 
1974 . 


listed on Canadian exchanges, and of the 
1,250 companies listed on the Toronto 
Stock Exchange, approximately 150 are 
also listed on U.S. exchanges such as the 
New York Stock Exchange, the American 
Stock Exchange or the Pacific Stock 
Exchange. 

The Canadian equity market differs 
from its U.S. counterpart in two important 
respects: in Canada there is relatively little 
over-the-counter trading in unlisted securi- 
ties and Canadian stock exchanges main- 
tain a schedule of fixed commissions, 
which is approved by provincial securities 
commissions and is generally uniform 
throughout the country. 

Unlike the market for equities, the sec- 
ondary market for bonds of Canadian gov- 
ernments and corporations is maintained 
by the securities dealers. The underwriters 
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of the issue (and for large corporate 
issuers or governments, several other 
dealers) usually transact trades on a con- 
tinuous basis, whereas other securities 
firms will undertake occasional trades in 
bonds as dealers. This system may change 
however, as the Montreal and Toronto 
stock exchanges are considering the open- 
ing of bond markets. 

Details of trading volume and price are 
not disclosed in dealer markets, but the 
securities firms keep customers informed 
about current bond prices. Another source 
of information is the financial press which 
publishes extensive lists of bond bid and 
ask prices provided by the Investment 
Dealers Association of Canada and the 
major bond dealers. 


The buyers 


Firms issuing securities find a satisfac- 
tory variety of private and institutional 
buyers in the Canadian capital market. 
During the current decade, the leading 
financial institutions - the banks, trust and 
insurance companies and pension funds - 
have attracted an increasing share of 
domestic savings. This has enabled them 
to meet the expanding financing require- 
ments of governments and public agencies 
and still assume a progressively larger role 
as buyers of corporate securities. The role 
of individual investors, though still impor- 
tant, has been declining. 

Pension funds are one of the principal 
buyers of long-term corporate securities. 
The assets of pension funds managed by 
trust companies total about $30 billion. By 
the end of 1977, the value of Canadian 
corporate securities held by the pension 
funds amounted to over $11 billion, com- 
prising bonds ($4.3 billion), shares ($5.3 
billion) and contributions to pooled or 
mutual funds ($1.7 billion). 

Though their share of business financing 
has decreased, life insurance companies 
are still among the leading buyers. At the 
end of 1977, they held over $8 billion in 
company securities with $6.6 billion in 
bonds and the rest in preferred or ordinary 
shares. Although mortgages still form the 
bulk of life insurance company assets, the 
proportion of these assets in corporate 
bonds and stocks has been growing. 

Non-life insurance companies hold over 
$2 billion in corporate bonds. Their market 
activity has also increased considerably, 
going from a mere 4 percent of corporate 
bonds in circulation in Canada in 1965 to 
their current 10-percent holding. 

Banks have traditionally financed busi- 
nesses by granting short- and medium-term 
loans. Recently, however, they have been 
engaging in long-term financing and, by 
the end of 1978, they held $7.9 billion in 
Canadian business securities (bonds and 
shares). In 1977, they held only $4.2 billion 
and in 1976, $2.8 billion. This rapid growth 
is mainly due to the popularity of pre- 


ferred and term shares and the fall in de- 
mand for short-term financing. Most of the 
additions to bank portfolios were negoti- 
ated directly with the banks as private 
placements. In 1978, Canadian banks pro- 
vided 35 percent of the long-term financ- 
ing for businesses in Canada compared to 
12 percent in 1972. 

The institutionalization of savings has 
encouraged the negotiation of private 
placements between businesses and finan- 
cial institutions. In 1978, there were 
approximately the same number of private 
placements as there were public issues 
(55). Private placements offer the indus- 
trial entrepreneur greater flexibility in 
adjusting the financial instrument to his 
needs (for example, in terms of the due 
date) and are generally cheaper than pub- 
lic issues. The institutionalization of 
savings also brought about some innova- 
tions in the securities offered, such as the 
term preferreds mentioned above. These 
and other instruments, such as the sinking- 
fund or purchase-fund bonds and variable 
interest rate securities have generally been 
developed to meet the needs of institu- 
tional lenders. 


Securities dealers: operations 
and regulations 


Unlike the situation in some countries 
where banks play the leading role in secu- 
rities trading, the role of the banks in 
Canada is overshadowed by the activities 
of the securities firms. This reflects the 
fact that chartered banks are prohibited 
from membership in stock exchanges. 
They are, however, active in the bond 
market and sometimes participate in pri- 
mary equity offerings. Several large diver- 
sified securities firms are active in every 
phase of the market, acting as underwrit- 
ers, dealers (principals) and brokers 
(agents) and serving retail and institutional 
customers nationally and internationally. 
Other firms specialize in specific market 
segments, such as the secondary equity 
market or the provincial or municipal 
bond markets. Still others serve particular 
types of clients, such as institutional 
investors, or operate in particular geo- 
graphic regions. In all, there are over 100 
dealers and brokers in Canada of which 81 
are members of the Investment Dealers 
Association of Canada. 

Corporations undertaking new security 
issues in the Canadian market normally 
use the services of an investment dealer 
to advise them on the type of security 
(debt, short- or long-term equity, common 
or preferred) and the specific attributes 
that will ensure buyer acceptance in pre- 
vailing market conditions. In the event of 
a public issue, the dealer will help the 
corporation to prepare a prospectus and 
other documents required by the provin- 
cial or stock exchange authorities. In their 
role as underwriters, securities firms will 


negotiate a price for the securities with 
the issuing corporation and guarantee the 
proceeds. To market the issue, a ‘banking 
group” or syndicate of dealers may be or- 
ganized by the underwriter, with each 
member of the group taking responsibility 
for a certain share of the issue. The differ- 
ence between the price paid to the issuer 
and the price paid by the investing public 
represents the fee to the underwriter and 
banking group. 

Since 1972, long-term corporate bonds 
in the Canadian market have been classi- 
fied by Canadian firms through the use of 
a ratings system which is similar to those 
used by Moody’s and Standard and Poor. 
Ratings vary between A**, usually given 
to very large domestic or multinational 
firms whose products or services are 
essential to the Canadian economy and 
who have shown their ability to face diffi- 
cult economic and commercial situations, 
and D, which is given to firms whose 
issues are in default or who may be in the 
process of being liquidated. 

Regulation of primary security offerings 
by corporations is a provincial responsi- 
bility and the conditions of an offering 
must comply with the terms of the various 
provincial securities and companies acts. 
To counteract the potential problems of 
having different provincial jurisdictions, 
provincial governments have been taking 
successful measures to bring about a con- 
siderable degree of uniformity in securities 
legislation and administration, and secu- 
rities administrators in all provinces are 
seeking to introduce new legislation which 
will be compatible in all jurisdictions. 


A number of requirements are imposed 
on issuers and underwriters when distrib- 
uting new issues to the public. Such an 
offering normally requires the filing of a 
prospectus for approval by provincial 
securities Commissions and its distribution 
to purchasers. Governments and chartered 
banks are, however, exempt from prospec- 
tus requirements as are private place- 
ments by other borrowers. 

Although ultimate authority over securi- 
ties firms rests with provincial securities 
commissions, the commissions recognize a 
self-regulatory role for the Investment 
Dealers Association of Canada, which di- 
rectly regulates the activities of securities 
firms in underwriting and distributing pri- 
mary offerings as well as dealing in the 
secondary bond market. Provincial legisla- 
tion also gives self-regulatory authority to 
stock exchanges, who oversee the activi- 
ties of market intermediaries (brokers) and 
listed corporations. Exchanges have estab- 
lished rules to ensure that the practices of 
member firms are seen to be fair and they 
oversee the financial position of securities 
firms. They also require listed corporations 
to publish specified financial information 
on a regular basis and to advise exchange 
officials and the public of unusual events 
which might influence the price of their 
shares. 
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Westinghouse 
Canada: beyond 
the branch 


plant 


by Alan Darisse 


Alan Darisse is editor of the Foreign Investment 
Review. 


Westinghouse Canada’s role within the corporate family used 
to be to produce a full range of electrical products almost 
exclusively for the domestic market. In the early 1970's, however, 
the company concluded that changing domestic and international 
realities were detracting from the viability of that type of opera- 
tion. Thus, the company began to pursue foreign markets more 
aggressively, to specialize in its most promising domestic busi- 
nesses, and to develop opportunities for increased production in 
Canada through rationalization with company plants in the U.S. 
This signalled the end of the company’s branch-plant era in 
Canada and the beginning of its current international activities. 


The branch-plant era 


Westinghouse first moved into Canada 
by establishing a manufacturing plant in 
Hamilton, Ontario in 1896, to produce air 
brakes for Canadian railroads. At that 
time, Westinghouse was also selling 
household appliances in Canada through a 
Canadian distributor. By 1903, Westing- 
house had decided to expand its manufac- 
turing facilities in Canada in order to pro- 
duce a wide range of electrical products 
for the Canadian market. Thus, with the 
assistance of Canadian entrepreneurs, a 
Westinghouse affiliate was formed which 
was known until 1971 as Canadian West- 
inghouse Company Limited. This decision 
proved to be timely because it was in the 
early years of the 20th century that 
Canada, especially southern Ontario, expe- 
rienced one of its greatest periods of 
industrial development, including light 
and heavy manufacturing and transporta- 
tion. Most of this development was based 
on the expanding use of electric power. 

From the factory to the marketplace, 
Canadian Westinghouse was run strictly 
on a Canadian basis. Operating behind a 
relatively high tariff wall, the company’s 
role was to supply the Canadian market. 
The company flourished to the point of 
becoming Westinghouse’s portfolio star, 
meaning that its profit performance was 
superior to that of any other Westing- 
house subsidiary and even to that of its 
parent. In the first few decades of this 
century, it was a classic branch-plant 
success story. It was a broad-line 
company, producing almost every elec- 
trical product there was to produce in 
Canada and selling them primarily in this 
country. 

In the 1950’s, however, the company’s 
management realized that the environ- 
ment in which their branch plant had 
thrived was changing extensively. Among 
other things, the company found itself in a 
maturing industry which had a declining 
growth rate; the longstanding tariff protec- 
tion was being progressively reduced; 
there were too many participants for the 
size of the market; and the company was 
becoming more and more vulnerable to 


foreign competition. In light of these 
factors, management at Westinghouse 
Canada became increasingly concerned 
about the company’s traditional reliance 
on the domestic market. 

It was this concern that led to a com- 
plete reassessment of the company’s activ- 
ities and policies. Having analysed domes- 
tic and world market conditions, Westing- 
house Canada concluded that it could no 
longer continue to be a broad-line com- 
pany serving primarily the domestic mar- 
ket. To remain profitable, it would have to 
drop certain product lines. To grow, it 
would have to venture into the interna- 
tional market. 


Westinghouse Canada: 
the international subsidiary 


Cutting the unprofitable elements of a 
business is one thing, but identifying prod- 
ucts and activities which offer the greatest 
potential is quite another. Westinghouse 
Canada could have narrowed its product 
range and continued to concentrate on 
the domestic market. But the company 
went further. While it did specialize in 
certain product lines and activities, the 
company decided that it was time to 
explore foreign markets as well as improve 
its competitiveness in the domestic mar- 
ket. The prime objective, therefore, was to 
broaden its market base. 

The next step for Westinghouse was to 
rationalize production in some of its 
Canadian factaries in a coordinated way 
with its U.S. factories in order to supply 
the North American market more effi- 
ciently. Another step was to change the 
company’s attitude toward tariffs. Though 
they had contributed significantly to West- 
inghouse Canada’s early development, 
they were no longer taken for granted. 
The company’s planners decided to base 
their production and marketing strategy 
on the assumption that tariffs would be 
eliminated because, in so doing, they be- 
lieved that the company would be better 
prepared and more competitive. 

The most significant change in Westing- 
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Westinghouse Canada’s worldwide charter includes products like this industrial gas turbine, slated 


for a desert irrigation project in Libya. 


Photo: Westinghouse Canada 


house Canada’s strategy, however, was to 
acquire world charter rights or world prod- 
uct mandates. This meant that Westing- 
house Canada acquired total responsi- 
bility, within the corporate family, for 
certain product lines, including control 
over research and development, design, 
manufacture and marketing from a 
Canadian base. It has stated publicly that 
world product mandates are its top 
priority in the allocation of investment 
funds. World product mandates offer 
several significant benefits to Canada. 
They almost invariably involve the type of 
product that is technology-intensive. They 
create jobs requiring not only factory 
know-how, but also managerial, 
professional and technical skills. World 
product mandates also result in more 
research and development activities being 
carried out in Canada. For example, 


Westinghouse Canada spends from 6 to 10 
percent of its sales of world mandate 
products on research and development, a 
rate which is considerably higher than the 
average for the industry as a whole. 
Westinghouse Canada is now responsi- 
ble for a wide range of such products, 
which it is successfully marketing all over 
the world. The company has sold its gas 
turbine products to 14 different countries 
in South America and the Middle East. 
One order from Libya was a turnkey oper- 
ation involving the supply and installation 
of a power station, sub-stations and a 
transmission system for a large desert irri- 
gation project. The company has also sold 
industrial steam turbines to some 30 coun- 
tries. Westinghouse Canada’s Model 
CW-352, a new high-efficiency gas turbine 
for mechanical-drive functions for pipe- 
lines and other services, has been success- 


fully marketed in the United States and is 
world competitive. 

The Electronics division of Westing- 
house Canada also has world product 
mandates for several products which have 
been successfully marketed abroad. These 
include shipboard sonar, optical control 
line tracing equipment, and a range of 
video display terminals and data commu- 
nication equipment now in use throughout 
the world. Other products for which the 
company has world charter responsibility 
include airport lighting systems, solid state 
excitation systems for controlling large 
generators, core form power transformers, 
and nuclear fuel for CANDU reactors. 

These examples show that a substantial 
part of the Canadian operation is no long- 
er in the branch-plant category. The com- 
pany now serves the North American and 
other foreign markets with a range of 
products which have been designed, de- 
veloped and manufactured in Canada. In 
fact, nearly 40 percent of the company’s 
employees in the Hamilton and Burling- 
ton, Ontario area are employed in world 
mandate activities. 

Exports currently represent about 17 
percent of the company’s sales and are 
accounted for almost entirely by world 
charter and rationalized production ac- 
tivity. It is expected that much of the 
company’s future growth will come from 
the successful implementation of these 
export oriented strategies. Westinghouse 
Canada’s vocation used to be to supply 
just what Canada needed; it has now been 
broadened to help supply what the world 
needs. 

Westinghouse Canada received strong 
encouragement from its parent company 
when it proposed this restructuring of its 
product portfolio. It was perceived by the 
parent company that these changes would 
strengthen the Canadian subsidiary by im- 
proving its return on investment which 
had dropped below the average of the 
whole company. 

Another reason for supporting the initia- 
tive of the Canadian subsidiary was that 
Westinghouse was seriously questioning 
whether its traditional branch-plant strat- 
egy was the best way of adapting to the 
increasing internationalization of business. 
The traditional strategy was to have only 
one home base for exports, research and 
development and decision-making. Given 
the rapid changes occurring in the interna- 
tional business community, Westinghouse 
concluded that its former branch-plant 
concept was no longer an appropriate 
strategy for its international operations. 

The company, therefore, has been very 
supportive of the initiative taken by its 
Canadian subsidiary in adapting to 
changing domestic market conditions and 
accepting the challenge of competing in 
foreign markets. As a result, Westinghouse 
Canada has made good progress in break- 
ing out of its now outmoded branch-plant 
role. 
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Investment 
‘opportunities 
‘In energy 
conservation 
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Canada is a growing market for technology designed to 
improve energy utilization and conservation. Faced with an 
increasing energy bill, Canadian industry is seeking ways of 
becoming more energy-efficient. Both the federal and provincial 
governments have established information and incentive pro- 
grams to reinforce efforts by private industry. Over the next sev- 
eral years there will be a growing need for expertise and tech- 


Eby Edward R. Lauer 


Edward Lauer is an Assessment Officer in the 
Foreign Investment Review Agency's Resource 
Industries Division. Prior to joining the Agency, 
he was actively engaged in the Canadian Gov- 
ernment’s industrial energy conservation pro- 
grams, initially with the Department of Industry, 
Trade and Commerce and later with the Office 
of Energy Conservation in the Department of 
Energy, Mines and Resources. 


nology which can improve the energy efficiency of everything 
from manufacturing processes to household appliances. 


Although Canadian industry has tradi- 
tionally enjoyed an abundant supply of 
relatively low-cost energy, it has always 
been an important cost factor for certain 
energy-intensive primary industries. How- 
ever, the unprecedented oil-price increases 
of the 1970’s have now made energy costs 
a significant factor across virtually the 
entire industrial spectrum. In some cases 
energy has come to represent up to 
25 percent of total manufacturing costs. 
By 1974, government and business leaders 
realized that steps would have to be taken 
to improve energy utilization and 
conservation throughout all sectors of 
Canadian industry if they were to remain 
internationally competitive. 


Government initiatives 


Jurisdiction over energy in Canada is 
shared by the federal and provincial gov- 
ernments. While each level of government 
has acted on its own to promote better 
energy conservation and management, 
they also work together in a number of 
joint programs, a significant example 
being the Energy Bus, a mobile energy 
audit system which provides a free com- 
puterized analysis of existing plant energy 
utilization and potential savings. Provin- 
cial governments have also developed 
policies to complement, extend or expand 
those of the federal government. 

The Government of Canada has 
mounted a major energy conservation 
initiative which includes policies and pro- 
grams affecting energy use by all Cana- 
dians. In 1974, it established the Office of 
Energy Conservation to coordinate and 
spearhead activities in this area. The gov- 
ernment has published over nine million 
consumer education booklets covering 
major topics such as insulation, vehicle 
operation and maintenance, recycling, and 
furnace servicing. Minimum mileage 
standards for new automobiles have been 
raised. Fiscal incentives have been pro- 


vided to increase investment in more effi- 
cient electric power generation and waste 
heat reclamation equipment and to en- 
courage use of insulation, solar equipment 
and heat pumps. In 1978, the government 
announced a $380-million program of re- 
search and development directed towards 
solar energy development and towards re- 
covery of energy from forest and urban 
wastes. On the policy side, in 1976 the 
Government announced a new energy 
strategy which dealt, among other things, 
with oil pricing and reduction in the rate 
of increase of energy consumption. The 
strategy called for gradual increases in 
domestic oil prices toward international 
levels and for an adjustment of domestic 
natural gas prices ‘‘to an appropriate com- 
petitive relationship with oil.” The strategy 
also set 3.5 percent as the target annual 
rate of increase in total primary energy 
consumption, a figure significantly lower 
than the 1962-72 average of 6.3 percent. A 
subsequent government study proposed 
that an even lower 2-percent growth rate 
could readily be achieved. The strategy 
left no doubt that domestic oil and gas 
prices would have to rise in line with inter- 
national trends and that the Government 
was giving top priority to energy con- 
servation. 


Business initiatives 


In most energy-intensive sectors - pulp 
and paper, steel, chemicals, cement, non- 
ferrous metal smelting and refining - 
companies have been studying energy 
conservation and taking concrete action 
for some time. In the less energy-intensive 
general manufacturing industries, how- 
ever, thousands of firms have only re- 
cently begun to look seriously at this 
matter. Though some still question the 
cost effectiveness of measures to improve 
their energy efficiency, most realize that 
the era of cheap energy is over and that 
they must now consider energy costs in 
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Canada’s Energy Bus is a shining example of how business and government can cooperate to make energy consumption more efficient. 


Photo: Energy, Mines and Resources 


much the same way as their offshore com- 
petitors traditionally have. Examples of 
significant accomplishments in both high 
and low intensity industries are provided 
below. 

At its integrated chlor-alkali/petrochemi- 
cal plant in Sarnia (Ontario), Dow Chemi- 
cal of Canada, Limited installed a system 
to generate both electrical power and pro- 
cess steam which it calls the Total Energy 
Concept. Exhaust heat from a 117 MW gas 
turbine generator is recovered to produce 
steam used in a 55 MW generating unit, 
the exhaust from which becomes process 
steam. Dow achieves an overall cycle effi- 
ciency of 83 percent compared to the 
average of 38 percent in the conventional 
Canadian thermal power generating plant. 
Another example is the work done at 3M 
Canada Ltd.’s 57,000 square metre manu- 
facturing facility in London (Ontario). 
Since 1973, the company has succeeded in 
reducing energy consumption per unit of 
production by 30 percent by means of 
conservation measures such as reduced 
temperatures and modified lighting 
systems for storage areas, extensive use of 


timers for air exhaust systems, and recov- 
ery of waste heat from steam condensate 
and compressors. 

There have also been industry-wide ac- 
tivities in energy conservation and man- 
agement. In 1975, responding to the Cana- 
dian Government’s call for voluntary 
industry sector task forces to direct the 
conservation effort, the Canadian Chemi- 
cal Producers’ Association, the Canadian 
Fertilizer Institute and the Rubber Associa- 
tion of Canada were the first to organize a 
new task force, and secured participation 
by 74 out of a possible 77 companies. 
Using an energy monitoring and reporting 
system developed in the U.S., the task 
force established a target of reducing unit 
energy consumption by 17 percent. Two 
months later, the task force sponsored the 
first of its industry energy conservation 
seminars. The seminars were eventually 
opened to all industrial firms, including 
those outside the chemicals sector. Other 
industry task forces, such as those cov- 
ering textiles and transportation equip- 
ment, soon followed the chemical indus- 
try’s lead with seminars structured to the 


particular needs of their member firms. All 
these activities are an indication that a 
wide cross-section of Canadian industry Is 
developing the expertise and technology 
necessary to improve energy efficiency. 


Investment opportunities 


From simple household appliance timers 
to sophisticated computers and monitoring 
systems for large office buildings, the de- 
mand for equipment to control or recover 
energy is rising sharply. Of particular 
importance for Canada’s winter climate is 
equipment which can recover heat other- 
wise discharged outdoors and devices to 
control electrical power demand during 
peak winter periods. 

Virtually all high energy-consuming end 
products are becoming candidates for re- 
design either through imposed standards, 
such as those dealing with gasoline mile- 
age of automobiles, or through voluntary 
conservation measures such as energy 
labelling for major household appliances. 
More energy-efficient street lighting sys- 
tems, improved residential furnace de- 
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signs, and adaptation of heat pumps for 
Canadian climatic conditions are other 
product development examples. As con- 
sumers and corporations begin to under- 
stand the potential cost savings to be 
realized from energy-efficient equipment 
and begin to revise traditional first-cost 
versus lifetime-cost concepts, purchase 
habits will change dramatically, creating a 
wide spectrum of opportunities for prod- 
uct innovation. 

Inevitably, awareness of a savings op- 
portunity creates a demand for those who 
are able to supply specialized services or 
know-how. Consultants, experienced in 
comprehensive energy management pro- 
grams, are sought by firms wanting to 
correct energy inefficiencies and develop 
specific process modifications. 

A number of investors have already be- 
gun to take advantage of some of the 
opportunities opening up in the energy- 
conservation field. In the 1978-79 fiscal 
year alone at least five new-business FIRA 
cases were related directly to energy con- 
servation. One new business, ADT Energy 
Systems Ltd., was planning to provide 
energy Consumption and monitoring serv- 
ices. Three new businesses, Jesse Equip- 
ment Ltd., Panelera Corp. (Canada) Ltd. 
and Pacific Enercom Inc., were planning 
to manufacture and market insulation. An- 
other new firm, Standard Industries Lvl, 
proposed to manufacture rock wool fibre 
for use in insulation. Early in the 1979-80 
fiscal year, the new-business proposal of 
Anga & Varme (Canada) Ltd., which 
planned to become involved initially in 
subcontracting and later in the manufac- 
ture of equipment for energy-recovery sys- a _. 
tems, was allowed. Heating systems are high on the list of energy conservation targets. 

As Canada evolves from an era of unre- 
strained use of inexpensive energy to one 
of conservation, Opportunities for innova- 
tion and investment will grow in all sec- 
tors of business and industry. Canada 
could benefit from the know-how of for- 
eign industry which has historically faced 
higher energy costs and which has devel- 
oped the expertise and technology neces- 
Sary to cope with them. Foreign invest- 
ment proposals that can assist Canada to 
achieve its energy conservation goals are 
likely, therefore, to rate highly in FIRA’s 
assessment of “significant benefit to 
Canada”. 


An increasing number of firms are studying ways of 
improving waste-heat recovery in their plants. 


*hoto: Energy, Mines and Resources 
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Capital investment projects in Canada 
A ae 


Electric power, oil and gas, and 
mining 


This list shows major capital spending 
projects now in progress or firmly com- 
mitted in the electric power, oil and gas, 
and mining sectors. Only projects costing 
over $10 million are included. Other sec- 
tors will be covered in subsequent issues 
of the Foreign Investment Review. Infor- 
mation has been obtained mainly from 
press reports verified, where necessary, by 
the companies concerned. 

This report was prepared for the Foreign 
Investment Review by L.E. Dewis, Analyst 
with the Capital Expenditures Group, Eco- 
nomic Analysis Branch, Department of In- 
dustry, Trade and Commerce. 


There are a number of extremely large electric power projects, some in almost every 
province. The James Bay hydroelectric project, which will include 4 generating stations 
and 44 generating units by 1985, will have an installed capacity of 10,420 MW and a 
production capacity of 67.8 billion kWh a year. Manitoba Hydro plans to triple the 
province’s hydroelectric power capacity over a 10-year period. Thermal power plants are 
planned in Alberta and British Columbia, and nuclear generating plants are being 
constructed in Ontario and New Brunswick. Feasibility studies are being carried out on 
the further hydroelectric power development of the Churchill River in Newfoundland 
and a pre-investment study is underway on the possibility of harnessing tidal power in 
Nova Scotia’s Bay of Fundy. 

Activity in the oil and gas sector has never been more intense with exploratory and 
development completions up 8 percent in the first quarter of 1979 over the cor- 
responding period of 1978, which itself was a record period. The average count of rigs 
drilling in the first quarter of 1979 rose to 380 from 295 in 1978, with Alberta, British 
Columbia and, to a lesser extent, Saskatchewan accounting for most of the increase. 
Completions were up in Saskatchewan and British Columbia, but were slightly lower in 
Alberta. Activity in 1979 will be at least as great as in 1978. 

Mining activity will increase substantially in 1979 principally as a result of the rise in 
metal prices, the introduction of fiscal incentives and the reduction of taxation. These 
and other elements have fortified confidence in Canada’s mining future and will be 
translated into increased expenditures over the next few years. Development of the 
Highmont copper-molybdenum ore deposits in British Columbia is just one of several 
major mining projects. In addition, large capital expenditures are being made for 
uranium exploration and development in northern Saskatchewan. 


Company and Completion Cost 
project description date ($ million) Location 
British Columbia 
Electric power 
New power plants 
B.C. Hydro and Power Authority hydro 1984 1,200 Revelstoke 
hydro 1980 D7Al Pend d’Oreille River 
hydro 1980 410 Peace River 
Weldwood of Canada Ltd. thermal n.a. 508 Hat Creek 
and Luscar Ltd. thermal n.a. 50 Campbell River 
Oil and gas 
Westcoast Transmission Co. Ltd. pipeline 1979 28.5 Fort St. John 
pipeline 1980 150 Fort St. John 
pipeline 1980 80.5 Chetwynd to Huntingdon 
gas processing SAS) 75 Pine River 
Mining 
Teck Corp. 
Copper-molybdenum mine 1981 150 Highland Valley 
Carolin Mines Ltd. 
Gold mine 1980 119).3} Near Hope 
Equity Mining Corp. 
Silver-copper mine 1980 85 South of Houston 
Noranda Mines Ltd. 
Copper mine 1979 19 Granisle 
Climax Molybdenum Corp. 
Increased mill capacity 1981 143 Alice Arm 


Cominco Ltd. 
Expansion and 
modernization program 1985 425 
Newmont Mines Ltd. 
Similkameen Division 
Copper mine expansion 1981 23.4 


Trail and Kimberley 


Near Princeton 


FOREIGN INVESTMENT REVIEW—Autumn 1979 22 


Sl Sisisinssnasaannnuanmennn 


Alberta 


Electric power 
New power plants 
Calgary Power Ltd. 


thermal 1983 500 Keephills 
thermal (last unit) 1980 100 Sundance 
Alberta Power Ltd. 
thermal 1985 750 Sheerness 
thermal 1981 242 Battle River 
Edmonton Power 
proposed thermal 1986 500 Genesee 
Oil and gas 
Esso Resources Canada Ltd. 
Oil sands plant 1985 5,000 Cold Lake area 
Alsands Project Group 
Oil sands plant 1986 5,000 Fort McMurray 
Great Canadian Oil Sands Ltd. 
Oil sands plant expansion 1981 185 Fort McMurray 
Turbo Resources Ltd. 
Oil refinery 1980 50 Near Edmonton 
Alberta Energy Co. Ltd. 
Synthetic natural gas plant 1980 162 Fort Saskatchewan 
Mining 
Forestburg Collieries Ltd. 
Surface coal mine 1982 110 Near Sheerness 
Saskatchewan 
Oil and gas 
Husky Oil Operations Ltd. 
Petro Canada and Saskatchewan Oil and 
Gas Corp. 
Heavy oil exploration 1986 100 Lloydminster area 
Husky Oil Ltd. 
Upgrading plant 1985 700 Lloydminster area 
Mining 
Amok Ltd. 
Uranium mine and mill 1981 168 Cluff Lake 
Saskatchewan Mining Development Co., 
Uranerz Canada Ltd. and Eldorado Nuclear Ltd. 
Uranium mine 1981 100 Key Lake 
Eldorado Nuclear Ltd. 
Additions and alterations to 
nuclear refinery 1980 45 Uranium City 
Manitoba 
Electric power 
New power plants 
Manitoba Hydro 
hydro 1979 600 Long Spruce, Nelson River 
hydro 1979 178 Jenpeg, Nelson River 
hydro 1987 1,100 Limestone, Nelson River 


FOREIGN INVESTMENT REVIEW—Autumn 1979 23 


Ontario 


Electric power 
New power plants 


Ontario Hydro 


nuclear 1985-88 5,000 
nuclear 1983-86 2,800 
thermal 1983-84 535 
nuclear 1981-83 2,500 
thermal 1980-81 By 
thermal 1980- 28 
Great Lakes Power Co. Ltd. 
hydro 1982 95 
Mining 
Campbell Red Lake Mines Ltd. 
Expansion, gold mine and mill 1982 
Rio Algom Ltd. 
Expansion, uranium mine n.a 100 
Eldorado Nuclear Ltd. 
New uranium refinery 1982 100 
Québec 
Electric power 
New power plants 
Société d’énergie de la Baie James 
hydro 1979-85 16,000 
Hydro Québec 
hydro 1985 750 
hydro n.a. 1,000 
Oil and gas 
Trans Canada Pipelines Ltd. 
Gas pipeline n.a. 88 
Imperial Oil Ltd. 
Refinery alterations 1980 92 
Golden Eagle Canada Ltd. 
Refinery upgrading 1980 60 
Mining 
Alcan Aluminum Ltd. 
New aluminum smelter 1981 200 
Bell Asbestos Mines Ltd. 
Expansion 1982 14 
Dumagami Mines Ltd. 
Molybdenum mine 1980 Wi 
Atlantic Region 
Electric power 
New power plants 
Newfoundland and Labrador Hydro 
Commission 
thermal 1980 72 
hydro 1981 80 
hydro —- 1982 155 
Lower Churchill Development Corp. 
hydro n.a. 2,500 
Nova Scotia Power Corporation 
thermal 1979-80 200 
hydro n.a. 8,000 
New Brunswick Electric Power Commission 
nuclear 1980 895 
Oil and gas 
Esso Resources Ltd. 
Exploratory drilling 1980 60 
Texaco Canada Inc. 
Exploratory drilling 1980 25 
Mobil Oil Canada Ltd. 
Exploratory drilling 1980 14 


Mining 

Denison Mines Ltd. 
Potash mine 

Brunswick Tin Mines Ltd. 
Tungsten-molybdenum mine 


Brunswick Mining and Smelting Corp. Ltd. 
Zinc-lead mine 


1985-86 150 


1980 35 


1980 53 


Darlington, Lake Ontario 
Bruce B, Lake Huron 
Atikokan 

Pickering, Lake Ontario 
Thunder Bay 

Windsor 


St. Mary’s River 


Kenora 
Elliot Lake 


Near Port Hope 


James Bay area 

Manic River 

Ste Anne River 

Montréal to Trois-Riviéres 
Montréal 


St. Romuald 


La Baie 
Thetford Mines 


Cadillac 


Holyrood, Nfld. 
Hinds Lake, Nfld. 
Upper Salmon River, Nfld. 


Gull Island, Nfld. 


Lingan, N.S. 
Bay of Fundy, N:S. 


Point Lepreau, N.B. 


East Coast 
East Coast 


Sable Island, N.S. 


Sussex, N.B. 
Mount Pleasant, N.B. 


Belledune Point, N.B. 
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Incentives to industry 
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anne 


Provincial 
incentives 


In an effort to attract new investment and industry, Canada’s 
provincial governments have developed a range of programs 
designed to provide professional, technical and financial services 
to both foreign and Canadian firms. These incentive programs 


vary from province to province according to their economic voca- 
tion, industrial structure and priorities. In addition to providing 
technical assistance, such as the information and advisory serv- 
ices offered usually by their departments of industry and com- 
merce, several provinces have created economic development 
corporations which offer financial assistance in the form of subsi- 
dies, loan guarantees and participation in share capital. Other 
provincial corporations work with industry to take advantage of 
certain market opportunities. All these provincial incentives 
should be viewed together with the federal government’s pro- 
grams and services. The latter were described in the last issue of 
the Review (volume 2, number 2). For further information on fed- 
eral programs, readers should consult ABC, Assistance to Business 
in Canada, which is a handbook published by the Board of 
Economic Development Ministers (Catalogue no. 1D31-61/1979). In 
it the reader will find a useful description of the financial 
assistance, tax incentives and range of services offered by the 
Government of Canada to business. 


Newfoundland 


“Energy’’ could become a key word in 
Newfoundland’s future economic vocabu- 
lary. The province has already harnessed 
enormous reserves of hydroelectric power. 
In addition, several years of intensive 
offshore oil exploration have produced 
some very promising results. Currently, 
however, the cornerstones of the 
province’s economy are fishing, pulp and 
paper and mining, particularly iron ore. 
Uranium and gold have also been found. 
Newfoundland has a limited manufac- 
turing sector in electronics and food and 
beverages. The province’s scenic beauty 
and unique folklore have made it the site 
for the development of a significant 
tourist industry. 


Newfoundland and Labrador 
Development Corporation 
Limited 


The Corporation assists small- and 
medium-sized business enterprises in the 
primary and manufacturing sectors to 
carry out capital projects not exceeding 
$2.5 million by lending up to 80 percent 
of the total capital costs for up to 15 
years at the prevailing interest rate. The 
Corporation can provide up to 49 percent 


of equity requirements with holdings to be 
in the form of preference shares. Contact: 
Newfoundland and Labrador Development 
Corporation, P.O. Box 1738, 44 Torbay 
Road, St. John’s, Newfoundland, Canada 
INIKC B25 


Department of Industrial 
Development 


The Department has a marketing and 
product development program for small- 
and medium-sized companies in which it 
provides up to 50 percent of a project’s 
total cost, which cannot exceed $50,000. 
For small amounts up to 75 percent of the 
project cost may be provided. Contact: 
Department of Industrial Development, 
Confederation Building, St. John’s, 
Newfoundland, Canada A1C 517 


Department of Rural 
Development 


The Department offers rural develop- 
ment authority loans to encourage the 
development of small resource-based 
industries. It provides interest-free loans of 
up to $20,000 for the purchase of land or 
buildings, or the construction or renova- 
tion of buildings, and the purchase of 
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equipment and machinery. Loans can also 
be used for working capital. Contact: 
Department of Rural Development, 
Confederation Building, St. John’s, 
Newfoundland, Canada A1C 5T7 


Department of Fisheries 


To encourage the secondary and final 
processing of fish and fish products, the 
Department provides loans, interest free 
for the first two years if principal repay- 
ment is within program guidelines, for the 
purchase of suitable machinery and equip- 
ment approved by the Department. 
Contact: Department of Fisheries, Atlantic 
Place, Water Street, St. John’s, 
Newfoundland, Canada A1C 5717 


A number of other programs are avail- 
able. Interested readers should contact the 
Planning and Priorities Secretariat, 
Executive Council, Confederation Building, 
St. John’s, Newfoundland, Canada 
ING SH 


Prince Edward Island 


Prince Edward Island is Canada’s small- 
est province. Traditionally, agriculture and 
fishing have been its economic corner- 
stones. The Island’s charming scenery has 
made tourism one of the province’s princi- 
pal industries. In recent years, however, 
the province has enjoyed considerable 
industrial growth, notably in specialized 
manufacturing and food processing. This 
has added greater balance to the prov- 
ince’s economy. Prince Edward Island has 
two significant industrial programs for the 
development of light industry. 


Industrial Enterprises 
Incorporated 


This organization provides serviced 
lands and facilities in industrial parks at 
attractive rates and flexible terms. It also 
provides assistance for capital expendi- 
tures in the form of first mortgage loans 
on real estate and equipment. Contact: 
Industrial Enterprises Incorporated, West 
Royalty Industrial Park, Charlottetown, 
Prince Edward Island, Canada C1E 1B0O 


Industrial Assistance Program 


Administered by the Department of 
Industry and Commerce, the program pro- 
vides financial assistance in the form of 


interest-free forgivable performance loans 
(FPL) to manufacturing and processing 
businesses, as well as to selected service 
industries. Eligible manufacturing and pro- 
cessing businesses may receive a maxt- 
mum FPL of up to $30,000 for any one 
project. In addition, the program provides 
assistance for the purchase of new, used 
or reconditioned equipment and machin- 
ery. It also assists in the financing of con- 
struction or renovation of production 
facilities. Financing for the program is on 
a joint federal-provincial basis. Contact: 
Department of Industry and Commerce, 
P.O. Box 2000, Charlottetown, Prince 
Edward Island, Canada C1A 7N8 


Nova Scotia 


A peninsula situated on the Atlantic 
coast, Nova Scotia has developed an inter- 
national reputation for its oceanographic 
and aquacultural research. Fishing is natu- 
rally one of the province’s most important 
industries. Nova Scotia has a long mining 
history with its significant deposits of coal, 
zinc and copper. In addition, the province 
has been the setting for considerable off- 
shore oil exploration. Manufacturing in 
Nova Scotia is based principally on 
resource processing, although companies 
such as Crossley-Karastan, Volvo and 
Michelin have an increasing input to the 
economy of the province. There is also a 
growing number of high technology indus- 
tries related to ocean industry, an area 
which is receiving keen attention from 
business and government as the province 
trains its attention to profiting from the 
200-mile economic zone. The province 
also has a vigorous tourist industry. Nova 
Scotia is and has always been an active 
trading province, as is shown by the ton- 
nage which passes through its capital, 
Halifax, which also is one of the largest 
ports on the east coast. 


Industrial Estates Ltd. 


Industrial Estates Ltd. is a crown cor- 
poration for the development of second- 
ary industry in Nova Scotia. It provides 
long-term loans on 20-year first mortgages 
on 100 percent of the cost of new land 
and buildings of secondary manufacturers 
and up to 60-percent financing of new 
machinery with 10 years to repay. Mini- 
mum loan financing available under this 
program is $150,000. Contact: /ndustrial 
Estates Ltd., 5151 George Street, 7th floor, 
Halifax, Nova Scotia, Canada B3J 1M5 


Also - Industrial Development Manager, 
Industrial Estates Limited, Niederkasseler 
Kirchweg 95,4000 Dusseldorf 11, Germany. 


Nova Scotia Department of 
Development 


The Nova Scotia Department of Devel- 
opment is responsible for the development 
of businesses and industries. It offers 
loans to primary industries, tourism and 
fishing through the Nova Scotia Develop- 
ment Board. The department also has 
specific assistance programs in marketing, 
management development, product design 
and development and opportunity identifi- 
cation, as well as a rural industry program 
offering capital grants to businesses 
wishing to expand, establish or modernize 
outside the Halifax-Dartmouth area. An in- 
dustrial malls program encourages new 
small businesses and industries with rental 
and other assistance in the first year of 
their existence. Other programs are 
offered by the departments of agriculture, 
lands and forests, tourism, labour, fisheries 
and education which may be relevant to 
businesses and industries. Contact: Nova 
Scotia Department of Development, 

5151 George Street, Halifax, Nova Scotia, 
Canada B3J 1M5 


New Brunswick 


New Brunswick offers some very real 
geographic advantages to investors; on 
one side of the province is its common 
border with the United States and on the 
other, its seaports provide easy access to 
both North American and European mar- 
kets. As a result, New Brunswick is an 
important trade area on the Atlantic coast. 
Agriculture, forestry and mining are all 
important economic activities in the prov- 
ince. In recent years, manufacturing has 
grown Significantly, particularly pulp and 
paper, food processing and non-ferrous 
metals. 


Department of Commerce and 
Development 


The Department offers firms established 
in New Brunswick an extensive support 
program in the areas of management, mar- 
keting, production and distribution. The 
Department also seeks out and processes 
new industrial projects, and evaluates 
applications for financial assistance sub- 
mitted to the New Brunswick Industrial 
Development Board by entrepreneurs 
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wishing to establish businesses in New 
Brunswick. Contact: The Department of 
Commerce and Development, P.O. Box 
6000, Fredericton, New Brunswick, Canada 
E3B 5H1 


New Brunswick Industrial 
Development Board 


The Board offers financial assistance to 
firms in the form of direct loans, bond or 
loan guarantees, or the acquisition of 
shares. The Board also administers a joint 
federal-provincial grant and loans program 
for small businesses. Contact: The 
Department of Commerce and 
Development, P.O. Box 6000, Fredericton, 
New Brunswick, Canada E3B 5H1 


Provincial Holdings Ltd. 


This Crown corporation has holdings in 
the share capital of manufacturing compa- 
nies located in New Brunswick. The 
agency can hold equity in manufacturing 
and processing industries that wish to 
become established in New Brunswick. 
Contact: The Department of Commerce 
and Development, P.O. Box 6000, 
Fredericton, New Brunswick, Canada 
BOB SH 


LES 


Quebec 


Quebec has a wealth of natural re- 
sources on which it can base further 
economic expansion. The province has a 
relatively strong industrial base, par- 
ticularly in aeronautics, shipbuilding and 
public transport equipment. It has strong 
growth prospects in the machinery and 
electrical products industries. Quebec’s 
tremendous reserves of hydroelectric 
power, available at a very competitive 
price, make the province an attractive 
location for the development of highly 
productive manufacturing industries, par- 
ticularly in the electrometallurgical and 
electrochemical sectors. Also worth men- 
tioning are Quebec’s relative strength and 
technological competence in transport 
quipment, communications instruments, 
alectrical equipment and pharmaceuticals. 


Quebec Industrial Development 
Corporations (QIDC) 


_ The QIDC is the Government of Que- 
ec’s principal tool for providing financial 
‘ssistance to manufacturing firms estab- 


lished in Quebec. This assistance is of- 
fered in different forms according to the 
nature and needs of the recipient firm: 
loans at prevailing market interest rates; 
partial reimbursement of debt costs; par- 
tial reimbursement of loans when certain 
criteria are met; and participation in share 
capital. Contact: Quebec Industria! 
Development Corporation, 1126 Chemin 
Saint-Louis, Room 700, Sillery, Quebec, 
Canada G1S 1E5 


Fiscal incentives for industrial 
development 


These incentives are based on an indus- 
trial development fund designed to assist 
small- and medium-sized firms through fis- 
cal abatement and a tax rebate to encour- 
age regional industrial development in the 
manufacturing sector. Contact: /ndustrial 
development fund administration, 
Department of Industry and Commerce, 
710 Place d’Youville, Room 403, Quebec, 
Quebec Canada G1R 4Y4 


Department of Industry and 
Commerce 


The Department provides technical serv- 
ices to firms in marketing, financing, man- 
agement, manpower and production, the 
negotiation of licensing agreements, mar- 
ket studies and statistics. It has permanent 
delegations or economic counsellors in 
Atlanta, Boston, Brussels, Chicago, Dallas, 
Dusseldorf, London, Los Angeles, Milan, 
New York, Paris, Tokyo and Toronto. 
Contact: Quebec Department of Industry 
and Commerce, Industrial Promotion 
Branch, 1 Place Ville-Marie, Suite 2300, 
Montreal, Quebec, Canada H3B 3M6 


Quebec enterprise development 
corporations (SODEQ) 


These are private corporations that 
invest in small- and medium-sized Quebec 
manufacturing firms to which they offer 
management assistance. Contact: 
Department of Industry and Commerce, 
Enterprise services branch, 710 Place 
d’Youville, 8th floor, Quebec, Quebec, 
Canada G1R 4Y4 


SOQUEM, SOQUIM, SOQUIP, 
SOQUIA, REXFOR 


These Quebec government-owned socie- 
ties are involved in financial participation 
in joint ventures with Canadian or foreign 
private sector investors in the mining sec- 
tor (SOQUEM) oil and gas (SOQUIP), agri- 
culture and food industries (SOQUIA) and 


forestry (REXFOR). Contact: Quebec 
Ministry of Industry and Commerce, 
Industrial Promotion Directorate, Place 
Ville-Marie, Suite 2300, Montreal, Quebec, 
Canada H3B 3M6. 


Processing firms can also receive 
exemptions from the provincial sales tax 
on certain products, tax rebates on fuel 
purchases and on industrial machinery 
used for processing in Quebec. 


SS 


Ontario 


Ontario is one of Canada’s most impor- 
tant centres of economic activity. Of all 
the provinces, it has the largest number of 
manufacturing firms and is the home of 
numerous head offices. Its capital, 
Toronto, is the financial heart of this 
country and the service industry is highly 
concentrated there. Its most important 
industries are automobile manufacturing, 
steel, tourism, mining and pulp and paper. 
Investments are expected to reach $17 bil- 
lion in 1979. The provincial government 
has set up a $200-million fund designed to 
attract investments. 


Development corporations 


Ontario has three development corpora- 
tions: The Ontario Development Corpora- 
tion, the Northern Ontario Development 
Corporation and the Eastern Ontario De- 
velopment Corporation. All three assist the 
manufacturing and service industries, the 
tourist industry and exporters who want to 
expand or establish new facilities or to 
market new products and technology. This 
assistance includes industrial mortgages 
and leasebacks, export assistance funds, 
business capital loans, small business 
loans, loans for promoting the tourist 
industry and loans for encouraging indus- 
tries to settle in or expand into areas of 
slow economic growth. Contact: Ontario 
Development Corporation, Mowat 
Building, 900 Bay Street, Toronto, Ontario, 
Canada M7A 2E7 


Ministry of Industry and 
Tourism 


Ontario’s Ministry of Industry and Tour- 
ism offers industry services to manufac- 
turing companies and service industries to 
expand in the province, to find new busi- 
ness opportunities, to seek out and apply 
new technologies, to establish new pro- 
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duction facilities and to market their prod- 
ucts domestically and internationally. It 
also makes available an array of trade 
services to identify and develop export 
markets, to assist selected industries to 
increase export market penetration, to 
identify and develop import replacement 
opportunities and to help target industries 
increase their share of the domestic 
market. Contact: Ontario Ministry of 
Industry and Tourism, Parliament 
Buildings, Queen’s Park, Toronto, Ontario 
Canada M7A 251 


Manitoba 


Gateway to Canada’s West, Manitoba 
has an economy based primarily on agri- 
culture and mining. In recent years, how- 
ever, the province has seen its economic 
base expand and diversify as a result of a 
growing manufacturing industry which is 
less closely tied to natural resources. 


Department of Economic 
Development 


For the next four years, the major thrust 
of the Department’s programs for business 
will be the $44-million federal-provincial 
Industrial Development Agreement known 
as Enterprise Manitoba, whose purpose is 
to stimulate growth in the manufacturing 
sector by focussing on five specific indus- 
tries: aerospace-electronics, food and bev- 
erages, health care products, light machin- 
ery and transportation. In addition to the 
direct funding assistance provided to busi- 
ness by Enterprise Manitoba, the Depart- 
ment provides strong service support 
through its pool of experienced industrial 
consultants. 

The Department offers a variety of pro- 
grams to business. The Rural Small Enter- 
prise Incentives Program provides interest- 
free forgiveable loans to manufacturing, 
processing or related maintenance or 
repair businesses: for new firms, the loans 
are on the basis of 50 percent of eligible 
capital costs up to $30,000; for existing 
businesses, they are on the basis of 30 
percent of eligible capital costs up to 
$18,000. To be eligible, businesses must 
have yearly sales not exceeding $500,000 
and be located outside Winnipeg and ad- 
jacent municipalities. 

Advance factory space will be provided 
in one of the two Enterprise Development 
Centres planned for Brandon and Winni- 
peg to businesses that are new or that are 
introducing a new product or are em- 


barked on a marked departure from pre- 
vious operations. Self-contained modules 
of factory space, ranging in size from 
1,350 m2 to 3,600 m2, will be offered to 
businesses on a cost-shared basis. Also 
offered through the Enterprise Develop- 
ment Centres, specifically for small manu- 
facturing firms, are technical and business 
consulting services for the purpose of im- 
proving products, sales and profitability, 
upgrading management skills, and starting 
or expanding businesses. Expertise will be 
available generally through staff resources 
at the Centres, but provision has been 
made for cost-sharing of up to 50 percent 
of the cost of hiring private consultants 
when highly specialized expertise is 
required. 

The Department also has a Human Re- 
sources Management program which 
offers educational programs and courses 
to Manitoba businesses to assist them in 
upgrading their management skills, specifi- 
cally as they relate to human resources. 
Contact: Department of Economic 
Development, 155 Carlton Street, 
Winnipeg, Manitoba, Canada R3C 3H8 


Market Development Group 


The Market Development Group coordi- 
nates export sales and administers a pro- 
motional assistance program which pro- 
vides cost-shared financing for participa- 
tion in trade fairs and missions, assistance 
related to incoming buyers and general 
promotional activities. 

The Manitoba Trading Corporation, an 
arm of the Market Development Group, 
provides export financing by extending 
credit to agents, distributors and organiza- 
tions. The Corporation may act as an 
export merchant by taking title to presold 
export orders, or may act as an agent. 
Contact: Market Development, Department 
of Economic Development, 7th Floor, 

155 Carlton Street, Winnipeg, Manitoba, 
Canada R3C 3H8 


Manitoba Design Institute 


The Institute provides consulting and 
advisory services for market research, de- 
sign and redesign of products, graphic 
materials and packages. Assistance fund- 
ing is also made available. Contact: 
Manitoba Design Institute, 155 Carlton 
Street, Winnipeg, Manitoba Canada 
R3C 3H8 


Manitoba Research Council 


The Council provides technical assist- 
ance by industrially experienced scientists 


and engineers in the general area of prod- 
uct and processes development, raw 
material selection and testing, product 
testing, quality control, product costing 
and so on. Contact: Manitoba Research 
Council, 510-155 Carlton Street, Winnipeg, 
Manitoba, Canada R3C 3H8 


a 


Saskatchewan 


Saskatchewan is Canada’s most impor- 
tant agricultural province and, given the 
importance of this industry to the prov- 
ince’s economy, it is not surprising that a 
number of agricultural equipment manu- 
facturers have established themselves 
there. In addition, Saskatchewan is the 
home of the Canadian West’s largest steel 
industry and its production of iron and 
steel products has been steadily growing. 
The province has a special interest in 
industries related to food processing, elec- 
tronics, plastics, pharmaceuticals and 
those supplying its growth resource sector, 
particularly petroleum, uranium and 
potash. 


Department of Industry and 
Commerce 


The department of Industry and Com- 
merce offers a multitude of development 
programs to assist manufacturers and pro- 
cessors located in the province. These 
include: the Aid to Trade Program for 
manufacturers who wish to extend their 
market areas through promotion; the Prod- 
uct Development Program to help develop 
new products and special processes, to 
improve products and to finance tests; the 
Management Development Program; the 
Small Business Interest Abatement Pro- 
gram and the Small Industry Development 
Program. These programs provide assist- 
ance up to 50 percent of approved costs, 
except for the latter which provide for- 
givable loans, according to region and 
population, and abatement grants. 
Contact: Saskatchewan Department of 
Industry and Commerce, Power Building, 
7th floor, Regina, Saskatchewan S4P 3V7 


Saskatchewan Economic 
Development Corporation 
(SEDCO) 


Provides mortgages up to 20 years, loan 
guarantees, venture capital and industrial 
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land for lease or sale. Contact: 
Saskatchewan Economic Development 
Corporation, 1106 Winnipeg Street, Regina, 
Saskatchewan, Canada S4R 6N9 


aN 


Alberta 


With its abundant petroleum, natural 
gas and coal resources, Alberta is 
Canada’s most important energy-producing 
province. In addition to intense explora- 
tion and development activities in 
Alberta’s conventional and non- 
conventional energy resources, the manu- 
facturing and service sectors have grown 
extensively. Alberta is also an important 
agricultural producer, particularly in grains 
and livestock. The volume of government 
revenues from petroleum production roy- 
alties and exploration and development 

permits has made it possible for Alberta to 
have the lowest personal and corporate 
income tax rates in Canada. 


Department of Economic 
Development 


The Department offers a variety of serv- 
ices relevant to industry. Its Strategic 
Planning Services are responsible for co- 
ordinating economic activity related to a 
number of government departments. Its 
Industry Development Branch has as its 
goal to improve the performance of 
Alberta’s manufacturing and processing 
industries by means of sector 
development programs, business 
expansion assistance and new-business 
establishment programs. The Department 
offers marketing services, seeking to 
match product and manufacturing 
capacities with domestic and foreign 
narket opportunities as well as assisting 
dusiness on marketing problems. The 
Jepartment also offers trade-development 
services by assisting the industrial and 
onsulting sectors to expand export sales 
hrough trade shows, exhibits, missions, 
Oint ventures and licensing opportunities. 
Contact: Department of Economic 
Development, Government of Alberta, 
ndustry Development Branch, 14th Floor, 
Japitol Square, 10065 Jasper Avenue, 
‘dmonton, Alberta, Canada T5J OH4 


\lberta Opportunity Company 


_ The company provides funds for 
‘rowth, expansion and diversification of 
idustry when other forms of conventional 


financing are not readily available. This 
includes direct loans at market rates for 
up to 15 years and loan guarantees. Em- 
phasis is placed on small business in 
smaller communities. Contact: Alberta 
Opportunity Company, P.O. Box 1860, 
Ponoka, Alberta, Canada TOC 2HO 


Department of Tourism and 
Small Business 


The Department has programs for the 
development of Alberta as a year-round 
destination for tourists by offering mar- 
keting and development services to the 
tourist industry and small business 
throughout Alberta. Contact: Department 
of Tourism and Small Business, 
Government of Alberta, 1021 Legislative 
Building, Edmonton, Alberta, Canada 
T5K 2B6 
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British Columbia 


Canada’s Pacific province, British Co- 
lumbia has an extensive export-oriented 
resource-based economy in which forestry, 
mining, fishing and agriculture predomi- 
nate. British Columbia’s geographical posi- 
tion has made it a natural site for the 
development of important export indus- 
tries with direct access to Pacific Rim and 
other world markets. In fact, the 
province’s largest city, Vancouver, is 
Canada’s gateway for trade with Japan, 
China and other Asian countries, the West- 
ern United States, Latin America and 
Europe. British Columbia’s principal manu- 
facturing firms are closely tied to the 
province’s natural resources, essentially 
forest products, pulp and paper, mineral 
commodities and hydrocarbons. Several of 
the province’s industries have recently 
experienced substantial growth with pulp 
and paper, lumber and plywood produc- 
tion and fish products heading the list. 


Ministry of Economic 
Development 


The Ministry offers a variety of pro- 
grams designed to stimulate industrial and 
export development, especially in second- 
ary manufacturing. Its export services in- 
clude programs related to trade missions, 
market development, incoming buyers and 
trade shows. The Ministry’s technical serv- 
ices assist Companies to expand their facil- 
ities, diversify their product lines or estab- 
lish new businesses by means of financial 


support for hiring outside professionals to 
help develop corporate plans and 
operations. 

The Ministry also coordinates and man- 
ages a number of federal-provincial pro- 
grams designed to encourage the econom- 
ic and industrial development of the prov- 
ince. One such program is a $70-million 
agreement to provide assistance for 
research, regional economic development 
commissions, small business and commu- 
nity industrial development (industrial 
parks, sites, malls and advance factory 
space). A $60-million agriculture and rural 
development program provides assistance 
for research, planning, training, market 
promotion, coordinated resource manage- 
ment, primary resource development, sup- 
port services and community develop- 
ment. A third program, the result of a 
$50-million agreement, provides assistance 
to the province’s tourist industry. All these 
programs have geographical target areas 
which generally exclude the areas in and 
around Vancouver and Victoria. Contact: 
Director, Business Development, Ministry 
of Economic Development, Robson Square, 
800 Hornby Street, Vancouver, British 
Columbia, Canada V6Z 2C5; or, Assistant 
Deputy Minister, Program Implementation 
and Coordination Branch, Ministry of 
Economic Development, Parliament 
Buildings, Victoria, British Columbia, 
Canada V8V 4R9 


British Columbia Development 
Corporation (BCDC) 


The BCDC provides financing in the 
form of term loans, loan guarantees, per- 
formance bonds, indemnities to chartered 
banks and leasing of buildings. While 
there is no limit on the amount of funds 
the Corporation may provide, in large- 
scale projects it prefers to provide assist- 
ance in conjunction with other financial 
institutions. As well as its own corporate 
lending activity, the BCDC administers the 
province’s Low Interest Loan Assistance 
Program by virtue of which loans can be 
made to manufacturing or processing busi- 
nesses that wish to modernize, expand or 
establish in the less developed areas of 
the province. Finally, the BCDC provides 
serviced land on a sale or lease basis to 
secondary manufacturing and related serv- 
ice industries. Land is available through 
the Land Development Division. The 
BCDC acts as project manager of large 
capital projects in British Columbia. 
Contact: British Columbia Development 
Corporation, 272 Granville Square, 

200 Granville Street, Vancouver, British 
Columbia, Canada V6C 154 
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REVIEWABLE ACQUISITION ———Table 1 — Outcome orstatus.C—=“‘CSCCOC™C.C.L.CCCC‘“‘C;(W;NCFirst six months 7 
* 1975 1976 1977 1978 1978 1979 
CASES Reviewable new cases 166 Wl 261 360 176 195 
Carryover from previous period 52 54 65 73 Te 106 
Total of above 218 225 326 433 249 301 
Total resolved 164 160 253 B27; 176 172 
Allowed 116 124 231 282 11553) 152 
Disallowed 21 19 12 28 11 5 
Withdrawn 27 WA 10 17 12 15 
Carried over to next period 54 65 73 106 73 129 
Allowed cases as percent of resolved (%) 71 78 91 86 87 88 
Value of assets, all cases ($000,000) 1,070 1,069 1,145 4,491 1,602 yaa ets) 
Table 2 — Country of control First six months 
1975 1976 1977 1978 1978 1979) 
Total 166 Al 261 360 176 WS 
United States 116 109 iA 243 127, 139 
United Kingdom YS) 23 40 47 21 MS) 
Other Europe 27 34 41 52 2A 25 
Austria - = - - - 1 
Belgium 2 1 2 1 - 2 
Denmark = = 2 il 1 = 
France 6 6 6 5) 33 6 
Germany, West 2 10 15 A - il 
Greece - - - - - = 
Italy 2 1 3 1 - - 
Liechtenstein 2 - - 1 - - 
Luxembourg - 3 - 1 - - 
Netherlands 5 = 4 8 3 - 
Norway 4] = = 1 7 g) 
Sweden 2 9) 2 7 5 4 
Switzerland 5 4 7 9 2 2 
All other 8 5 i) 18 7 6 
Australia 1 = 1 - - - 
Bermuda 2 1 - = - 1 
Japan 2 3 3 7 2 1 
Others 3 1 5 del 5 4 
Allowed cases as percent of resolved % % % % % % 
United States 77 W3} 91 87 89 89 
United Kingdom 79 82 95 78 80 90 
Other Europe 50 86 90 89 86 83 
All other 30 100 80 80 60 89 
Table 3 — Industrial sector First six months 
1975 1976 NZ: 1978 1978 1979 
Total 166 171 261 360 176 195 
Primary 18 15 20 30 aS 18 
Agriculture, fishing and trapping 1 2 4 5 5 1 
Forestry 1 - i] 1 1 = 
Mines, quarries, oil wells 16 1183 15 24 9 17 
Manufacturing 82 93 108 161 86 88 
Food, beverage and tobacco 11 9) 15 15 4 7 
Rubber, plastic and leather 3 4 6 2 7 1 
Textiles, knitting and clothing 3 3 5 4 2 yf 
Wood, furniture and paper 10 7 2 14 10 4 
Printing, publishing, and allied 3 1 2 4 3 2 
Primary metal and metal fabrication 9 19 2 20 11 14 
Machinery and transport equipment WH if 14 Dif 17 27 
Electrical products §) 11 12 10 5 12 
Non metallic mineral products 3 5 8 6 3 
Petroleum and coal products - 2 1 1 - = 
Chemical | 15 10 22 10 9 
Miscellaneous 3 6 14 18 sti 2 
Construction and services 66 63 iss 169 75 89 
Construction 2. 2 3 1 = 3 
Transportation, communication, utilities 6 9 10 acl 3 3 
Trade 37 38 72 102 43 54 
Finance, insurance, real estate 14 8 15 19 10 3 
Community, business, personal services if 6 33 36 19 26 


* Provision for review of acquisitions came into force April 9, 1974. 
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Table 4 — Outcome or status First six months 
a ne Firsttisixc months 


REVIEWABLE NEW 


BUSINESS CASES* 


Reviewable new cases 
Carryover from previous period 
Total of above 
Total resolved 

Allowed 

Disallowed 

Withdrawn 
Carried over to next period 


Allowed cases as percent of resolved (%) 
Planned investment, all cases ($000,000) 


1975 1976 1977 1978 1978 1979 
6 196 328 331 145 182 
= 6 58 52 52 64 
6 202 386 383 197 246 
= 144 334 B19 146 158 
= WS 27; 273 118 39 
= 9 12 21 14 Uh 
= 20 25 25 14 Ye 
6 58 52 64 51 88 
= 80 89 86 81 88 
5 324 803 323 (48) 107 


Table 5 — Country of control 


First six months 


1975 1976 SA 1978 1978 1979 
Total 6 196 328 331 145 182 
United States 4 90 184 193 92 111 
United Kingdom = 22 30 26 10 18 
Other Europe 1 63 85 80R 33 32 
Austria - = = 3 1 - 
Belgium = ‘| = 1 A 1 
Denmark - 5 6 4 3 1 
Finland = 1 1 1 2 1 
France = 9 17 16 1 3 
Germany, West - 22 26 18 vi 4 
Greece = = 1 1 a [4 
Ireland - = = 1 3 3 
Italy 1 9 10 10 2 . 
Liechtenstein 2 2 2 = = = 
Luxembourg = af = 1 2 _ 
Monaco - = 1 ES = ES 
Netherlands - D 3 1 1 
Norway - = 3 3 1 
Portugal = : . 1 a & 
Spain - 1 = 2 7 9 
Sweden - 3 9 5 2 2 
Switzerland - 8 8 12 5 6 
All other 1 21 29 32R 10 21 
Australia - 2 3 3 S 1 
Hong Kong - 3 3 3 1 
India = 3 5 1 = 1 
Japan - 4 10 6 2 6 
Others 1 9 2 79R 6 12 
Allowed cases as percent of resolved % % % % % % 
United States - 73 88 86 85 90 
United Kingdom - 93 82 85 82 93 
Other Europe = 80 95 87 82 84 
All other = 91 81 WS) 59 82 
Table 6 — Industrial sector First six months 
1975 1976 1977 1978 1978 1979 
Total 6 196 328 331 145 182 
Primary - 12 D2, 27, 13 12 
Agriculture, fishing and trapping - D 6 2 if - 
Forestry - - 2 2 1 1 
Mines, quarries, oil wells - 10 14 25 11 11 
Manufacturing 2 67 94 99 48 49 
Food, beverage and tobacco = 3 7 6 5 5 
Rubber, plastic and leather = 4 5 5 3 5 
Textiles, knitting and clothing = 4 9 5 4 3 
Wood, furniture and paper 1 5 5 6 3 z. 
Printing, publishing, and allied = = - 4 1 2 
Primary metal and metal fabrication 1 15 19 2 4 10 
Machinery and transport equipment = 6 19 19 72 10 
Electrical products - 7 5 7 2 4 
Non metallic mineral products - 3 5 6 4 - 
Petroleum and coal products = = = = = - 
Chemical - 6 3 6 1 5 
Miscellaneous = 14 17 23 9 3 
Construction and services 4 ilale 212 205 84 121 
Construction = 4 4 14 5 8 
Transportation, communication, utilities il 10 5 11 5 5 
Trade 1 68 A feo}} 102 38 69 
Finance, insurance, real estate 1 10 16 11 6 6 
Community, business, personal services 1 25 54 67 30 33 


* Provisions for review of new businesses came into force October US, AS 
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International business and investment 


Transnational Money Management: Issues 
and Practices 


Massaro, Vincent G. 


New York: The Conference Board Inc., 
1978 


Describes international financing prac- 
tices of a sample of U.S.-based multina- 
tionals. Among the issues examined are 
the extent to which foreign currency fi- 
nancing decisions are made at headquar- 
ters, the relative importance of security, 
liquidity, yield and other factors in deter- 
mining investment strategies, the instru- 
ments used for investing surplus interna- 
tional funds, and the services required of 
financial institutions. 


Fiscal Transfer Pricing in Multinational 
Corporations 


Mathewson, G.F., and G.D. Quirin 


Toronto, Buffalo, London: University of 
Toronto Press for the Ontario Economic 
Council, 1979 


A study of the scope for transfer price 
manipulation by multinational enterprises 
operating in Canada and recommenda- 
tions for tightening and enforcing Cana- 
dian legislation. 


American Multinationals and American 
Interests 


Bergsten, C. Fred, Thomas Horst and 
Theodore H. Moran 


Washington, D.C.: Brookings Institution, 
1978 


Analyzes the effects of American multi- 
nationals on the U.S. economy and U.S. 
foreign policy. 


Financing the International Petroleum 
Industry 


White, Norman A. (editor) 
London: Graham & Trotman Ltd., 1978 


Reference manual on the development 
and structure of the oil industry, financing 
of production and distribution (including 
pipelines and liquefied natural gas sys- 
tems), taxation, insurance and sources of 
finance. 


Technology and the Multinationals 


Baranson, Jack 


Lexington (Mass.): 
Lexington Books, 1978 


Case studies illustrate the changes from 
protection of technological know-how to 
sharing it with foreign countries. 


Exchange Risk and Corporate International 
Finance 


Aliber, Robert Z. 
New York: Wiley Publications, 1978 


Describes the international financial 
environment and its effect on investors, 
providing a basis for developing corporate 
strategies. 


Multinationals in Contention 


Black, Robert, Stephen Blank and 
Elizabeth C. Hanson 


New York: The Conference Board Inc., 
1978 


General views on approaches to multi- 
national enterprises by host countries and 
home countries are followed by case stud- 
ies showing controls and incentives in 
Canada, France, Nigeria and Brazil. 


Canada: Business, investment, government 


policy 


Industrial Relations 1979: Outlook and 
Issues 


Frank, James G. (editor) 


Ottawa: The Conference Board in Canada, 
1979 


Views of seven industrial relations spe- 
cialists on the economic and legislative 
environment for industrial relations in 
Canada, the current priorities and con- 
cerns of management and the impact of 
the public interest. 


Canada-Japan Trade and Investment 


Hay, Keith A.J. and S.R. Hill 


Ottawa: The Canada-Japan Trade Council, 
USS 


Examines the pattern of Japanese- 
Canadian trade, including trade between 
Japan and the several regions of Canada, 
and the outlook for the principal export 
and import products. On investment, it 
traces the recent history of Japanese 
direct investment overseas and in Canada 
and looks at the prospects for future 
investment, particularly in energy and 
fisheries. 


Canadian Directorship Practices: 
Compensation 1978 


Ferrari, Leslie Ann and William E.A. 
Robinson 


Ottawa: The Conference Board in Canada, 
1979 


Biennial up-date of statistical informa- 
tion on fees and retainers for regular 
board service and service on committees 
of the board, expense reimbursement and 
other benefits received. 


U.S. Ownership of Firms in Canada 


Globerman, Steven 


Montreal: C.D. Howe Research Institute, 
1979 


Part of a series on Canada-U.S. Pros- 
pects sponsored by C.D. Howe Research 
Institute (Canada) and National Planning 
Association (U.S.A.). One monograph in 
this volume examines Canadian-U.S. eco- 
nomic linkages through the direct invest- 
ment process and a second appraises 
Canada’s Foreign Investment Review Act. 


Financial Markets and Foreign Ownership 


Pattison, J.C. 
Toronto: Ontario Economic Council, 1978 


Explains the role of financial factors in 
foreign direct investment in Canada. 


‘Canadian Taxation of Oil and Gas Income 


Holland, E.N., G.R. Schulli and R.M. Kemp © 


Don Mills, Ontario: CCH Canadian 
Limited, 1979 


A guide to Canadian taxation of income 
derived from oil and gas operations; in- 
cludes chapters on resource profits and re- 
source allowances, capital cost allow- 
ances, exploration and development ex- 
penses, joint exploration corporations and 
taxation of non-residents. 


The Current Industrial Relations Scene in . 
Canada, 1979 


Wood, W.D. and Pradeep Kumar (editors) 


Kingston (Ont.): Industrial Relations 
Centre, Queen’s University, 1979 


Annual survey of the economy, man- 
power and labor markets, labor legislation 
and public policy, trade unionism, collec- 
tive bargaining, wages, productivity and 
labor costs. 


All these publications are available from 
the publisher or authorized agents. Please 
do not order them from the Foreign 
Investment Review Agency. 
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Ministerial appointments 


Herb Gray, 
Minister 
responsible for the 
administration 

of the 

Foreign Investment 
Review Act. 


As a result of the general election 
victory of the Liberal Party on February 
18, anew Cabinet has been named, 
including: the Honourable Herb Gray, 
Minister of Industry, Trade and Com- 
merce; the Honourable Edward Lumley, 
Minister of State for Trade; and the 
Honourable Charles Lapointe, Minister 
of State for Small Business. 

By virtue of his appointment as 
Minister of Industry, Trade and Com- 
merce, Mr. Gray becomes the Minister 
responsible for the administration of the 
Foreign Investment Review Act. The 
Minister has an intimate knowledge of 
the Act, having headed the group whose 
mandate was to analyse the foreign 
investment situation in Canada in 1970 
and recommend appropriate policy mea- 
sures to the government of the day. The 
group’s 1972 report, Foreign Direct 
Investment in Canada or as it is com- 
monly known, the Gray Report, led to 
the enactment of the Foreign Investment 
Review Act and to the creation of the 
Foreign Investment Review Agency. Mr. 
Gray has also held other Cabinet posts, 
namely National Revenue and Consumer 
and Corporate Affairs. 

The Honourable Edward Lumley is a 
former chairman of the House of Com- 
mons Standing Committee on Regional 
Development and has served as par- 

- liamentary secretary to both the Minister 
of Regional Economic Development and 
the Minister of Finance. 

The Honourable Charles Lapointe is a 
former professor at the Université du 
Québec. First elected to the House of 
Commons in 1974, Mr. Lapointe was 
parliamentary secretary to the Minister 
of Transport in the last Liberal adminis- 
tration. 


Increased domestic control of 
Canadian industry 


A recent study carried out by the 
Foreign Investment Review Agency 


shows a sizeable increase in the level of 
Canadian control of industry in Canada 
between 1970 and 1977. The study is 
based on data published under the Cor- 
porations and Labour Unions Returns 
Act (CALURA) which requires non-finan- 
cial companies in Canada to file an 
annual return listing key financial data 
about the ownership of share capital. 
For the non-financial sector as a 
whole, assets under Canadian control 
grew from 64 percent of the total in 1970 
to 70 percent in 1977. An increase was 
evident in each of the seven broad 
industry groups, though it was more 
striking in some than in others. By far 
the largest change in control occurred in 
mining, an industry that includes metal 
mines, mineral fuels (but not the large 
integrated oil and gas producers) and 
other non-metallic mineral mines. The 
remarkable increase in Canadian control, 
from 32 percent in 1970 to 49 percent in 
1977, reflected substantial increases in 
both the major sub-groups: metal mines, 
where Canadian control rose from 38 


Mining 


Canadian control in non-financial industries 


Asset value 
Million dollars 


15,203 


percent to 62 percent; and mineral fuels, 
where it increased from 18 percent to 40 
percent. There was no change in control 
in the much smaller ‘other mining” 
sector. 

Manufacturing, the largest of the 
broad industry groups in terms of assets 
and the one with the highest proportion 
of foreign control, showed a modest 
increase in Canadian control during the 
period. That increase was evident in 
varying degrees in 14 of the 21 man- 
ufacturing industries, and was particu- 
larly marked in primary metals, wood 
products, chemicals and machinery. 
There was, however, a decrease in the 
share of assets under Canadian control 
in 6 manufacturing industries, most not- 
ably in tobacco products, where Cana- 
dian control became virtually non-exis- 
tent as a result of the acquisition by a 
U.S. company of the last major Cana- 
dian-controlled firm in the industry. In 
only one manufacturing group, clothing 
industries, was there no change in con- 
trol. 


Canadian control 


Increase 
Percent or 


1977 1970 1977 (decrease) 


35,886 


Manufacturing 47,287 95,414 42 46 4 
Primary metals 4657. 8670 57. 86 29 
Wood products 1,810 4,126 67... 79 12 
Chemicals 2984 7722 20. 32 ss 
Machinery 2,122 3,742 25. 30 11 
Leather products 252-446 70 80 10 
Transportation equipment 3,762 8,324 5 23 8 
Metal fabricating : 2761. 5,652 53) 60 Z 
- Furniture 442. + =903. JO 64 5 
Petroleum, coal products 5,853 13,442 4 8 4 
Printing, publishing 1171. 2,480 85 89 4 
Paper 7,084 12,016 57 61 4 
Knitting mills 249 374 29 B2 3 
Miscellaneous 1,204 2,642 49 52 3 
Beverages 1,373 = 2,420 66 69 1 
Clothing 643 1,308 86 = 86 0 
Rubber products 599 =1,438 7 6 (1) 
Food 3,806 7,336 64 61 (3) 
Electrical products 2,439 4,875 Se (4) 
Textiles 1483 2476 48 42 (6) 
Non-metallic mineral products 1,884 3,998 37,30 (7) 
Tobacco products 709 «1.022 14 0 (14) 
Agriculture, forestry, fishing 1,505 4,063 87 - @ 5 
Services 6,154 21,250 78. 82 


Construction 
Trade 
Utilities 


16,305 
49 360 
81,662 


39,223 
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Examining the reasons for the increase 
in Canadian control, the study identified 
four major factors: 


e Faster growth of Canadian-controlled 
companies, as a group, in certain 
industries or sectors. In a few notable 
cases this was the result of the start- 
up of a new enterprise or the rapid 
growth of one that had only entered 
the industry in 1970. Examples include 
Sidbec-Normines Inc., with its new 
iron-mining operations, and Petrosar, 
a new world-scale petrochemical 
complex. 

¢ Takeovers of foreign firms in Canada 
by Canadian-controlled companies. In 
the mining industry, for example, this 
category included the purchase of a 
controlling interest in Texasgulf Inc. 
and of the assets of Tenneco Inc. by 
the Canada Development Corporation 
and the acquisition of the Great Plains 
Group by Norcen Energy Resources. 
In the transportation equipment 
industry, the purchase of MLW- 
Worthington by Les Entreprises de J. 
Armand Bombardier Ltée, was an 
important factor in increased Cana- 
dian control, as was the purchase of 
Zellers Ltd. by Field Stores Ltd. in the 
retail trade sector. 

@ “Canadianization” of a number of 
large firms (without actual takeover). 
This occurred in some cases as a 
result of deliberate steps taken by the 
company or its foreign parent to 
become Canadian-controlled. Notable 
examples were Dome Mines Ltd. and 
Dome Petroleum Ltd., both in the 
mining industry, Hudson’s Bay Com- 
pany Ltd., a major company in the 
retail trade sector, and Aluminum 
Company of Canada Ltd., a large 
company in primary metals manufac- 
turing. In other cases ‘’Canadianiza- 
tion” followed the accumulation by 
Canadians of a majority of shares 
through normal trading activity, the 
most notable example being Inco Ltd. 
This large mining company had been 
classified as foreign-controlled in 
1970, but in succeeding years Cana- 
dians came to own a majority of its 
widely-distributed shares, resulting in 
a re-classification of its assets to 
Canadian control. 

° Re-classification of companies to 
Canadian from foreign control as a 
result of more or better information 
concerning the locus of control. Such 
revisions influence the share of assets 
under Canadian control only because 
they are not carried back to 1970. Two 
examples that affected the level of 


control in their respective industries 

were the transfer to Canadian control 

of the large groups of companies 
controlled by the Irving and Weston 
families. 

Another kind of re-classification 
affected the level of Canadian control in 
certain industries without influencing the 
overall position. This occurred when 
certain corporations, classified to one 
industry in 1970, were transferred to 
another in 1977 because of a change in 
their principal activity based on value 
added (which determines industry clas- 
sification) in the intervening period. 
Such a transfer, after 1970, of a number 
of important foreign companies to other 
industries was one reason for the 
increased Canadian control in machinery 
manufacturing. 


Ontario encourages world 
product mandating 


Last January, the province of Ontario’s 
Minister of Industry and Tourism, Larry 
Grossman, announced the establishment 
of a special task force whose mission 
was to find the best ways of encouraging 
multinational enterprises to grant world 
product mandates to their Ontario sub- 
sidiaries. 

When a subsidiary is granted a world 
product mandate (WPM), it acquires 
total responsibility, within the corporate 
family, for a given product line, includ- 
ing control over research and develop- 
ment, design, manufacture and market- 
ing from its home base, in this case 
Ontario. WPMs are important because 
they almost invariably involve technolo- 
gy-intensive products, create jobs 
requiring not only factory know-how but 
also managerial, professional and techni- 
cal skills, and contribute significantly to 
the amount of research and develop- 
ment carried out locally. 

Mr. Grossman explained Ontario’s 
new strategy by pointing out a key 
structural problem which has preoc- 
cupied Canadians for several decades: 
the fact that branch plants generally 
duplicate the parent company’s product 
line without having the economies of 
scale necessary for making such a wide 
product variety as vigorous and profita- 
ble as possible. The Minister identified 
another serious element of the branch- 
plant problem, which is that “...multina- 
tionals tend to centralize core skills such 
as research and development, marketing 
and management ... while constraining 
the subsidiary’s ability to develop its 


own skills.’’ WPMs free the innovative 
and growth potential of subsidiaries and 
make it possible for the host community 
to enjoy the full benefits of foreign 
investment. 

Several multinational enterprises have 
already adopted the world product man- 
date approach. One U.S. multinational, 
Westinghouse, whose Canadian sub- 
sidiary was featured in the Autumn 1979 
issue of the Foreign Investment Review, 
has granted a range of world product 
mandates to its Canadian subsidiary. 
Westinghouse Canada has evolved from 
being a struggling branch plant in a 
shrinking market to a growing concern 
in international markets. This change 
required a considerable amount of plan- 
ning and rationalization with other sub- 
sidiaries, but Westinghouse’s new cor- 
porate strategy has already borne fruit. 
The Canadian subsidiary now serves the 
North American and other foreign mar- 
kets with a range of products which have 
been designed, developed and manu- 
factured in Canada, and nearly 40 per- 
cent of the company’s employees in 
Hamilton and Burlington, Ontario are 
employed in world mandate activities. 
Other subsidiaries mentioned by Mr. 
Grossman, as having adopted a mandat- 
ing strategy to some degree, include 
Black and Decker, which produces a line 
of sanders for most of the world, Hon- 
eywell, Garratt Manufacturing, Xerox and 
Canadian General Electric. 


B.C. moratorium on uranium 
mining 

On February 27, British Columbia 
Premier William Bennett announced a 
seven-year moratorium on uranium 
exploration and mining in the province. 
In announcing his decision, the Premier 
cited popular opposition to such mining 
and potential health and environmental 
threats. 

The Premier, whose province holds 
only about 1.7 percent of Canada’s 
proven uranium reserves, underlined the 
fact that British Columbia had no need 
of the uranium at this time, having 
abundant sources of energy such as hy- 
dro dams, natural gas, coal and wood 
wastes. 

Companies now holding rights to 
uranium deposits, said Mr. Bennett, will 
have them protected. 

Meanwhile, in Saskatchewan and 
Ontario, which hold the bulk of Cana- 
da’s uranium reserves, exploration and 
mining continue. 
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Focus on 
Alberta 


Canada is blessed with enormous energy resources, including 
hydrocarbons and other forms of energy such as water power, 
and Alberta is the richest single source of hydrocarbons among 
Canada’s 10 provinces. Given the long-term demand for hydro- 
carbons and their fundamental role in the economy, it would be 
wrong to qualify the fast-paced growth of Alberta’s economy as 
a ‘boom’ because booms are by their very nature transitory 
phenomena. Alberta is experiencing a type of growth which 
could transform its industrial and economic structure. 


The international preoccupation with 
energy, particularly oil, has encouraged 
a similar focus in Canada in relation to 
Alberta. But more, much more is really 
happening there. Albertans, fully con- 
scious of the finite nature of their non- 
renewable resources, have been trying 
to use those resources as a base on 
which to diversify their economy and 
encourage the development of secon- 
dary and tertiary industry. The province's 
economic surge has also had a far- 
reaching impact on its service sector. 
Construction firms, real estate firms, in 
fact, every kind of service industry has 
taken firm root in the hydrocarbon-rich 
soil of the province. 

Domestic and foreign financial institu- 
tions have been taking the steps neces- 
sary to meet the vast capital needs of all 
sectors of Alberta’s economy, particu- 
larly the resource sector. Huge expen- 
ditures on oil and gas development will 
be made over the next few years. Banks 
and other financial institutions want to 
ensure that sizeable on-the-spot deci- 
sions can be made quickly so that they 
can participate fully in the massive finan- 
cial growth expected in the province 
over the next decade or decades. 

Another interesting development is 
the rapid evolution of the Alberta Stock 


Exchange into a major trading center. To 
illustrate the swift ascent of the A.S.E., it 
is signific t the value of trading 
doubled 77 to 1978 and more 


than doubled from 1978 to 1979. 
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Indeed, what has been called the 
development of the New West may very 
well prove to be the development of a 
new Canada. The rise of the West, par- 
ticularly Alberta, will have a permanent 
effect on Canada’s economic structure. 

This issue of the Foreign Investment 
Review presents two articles which 
throw light on the dominant economic 
trends in Alberta. In the first article, Jeff 
Carruthers looks at the cornerstone of 
Alberta and Canada’s energy future, the 
development of non-conventional oil 
resources. He identifies the major par- 
ticipants, the costs and financing of the 
mammoth projects and the technological 
and economic challenges they present. 
The second article, written by Richard 
Osler, focuses on the financial side of 
Alberta’s growth, the principal players, 
their objectives and trategies. He also 
puts the development of Alberta’s finan- 
cial community into a_national and inter- 
national perspective, tracing the move- 
ment of traditionally eastern establish- 
ments West and iden 


ng the growing 
number of foreign firms in the province. 
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The challenge 
of Alberta’s non- 
conventional 
oils 


By Jeff Carruthers 


Jeff Carruthers is a syndicated energy 
correspondent. 


More than one foreign visitor has remarked ironically that 
many countries would love to have Canada’s energy problems. 
They point to Canada’s impressive energy mosaic: domestic 
uranium reserves lasting into the next century with a domesti- 
cally developed nuclear-reactor system which runs on natural 
uranium; hydroelectric sites still not fully tapped even with 
mammoth projects such as Churchill Falls (Newfoundland), Nel- 
son River (Manitoba) and James Bay (Quebec); surplus natural 
gas reserves measured in trillions of cubic feet; and largely 
untapped coal reserves. Yet, the most interesting and the most 
Promising piece of the mosaic, for a world which runs on oil, is 
the strange oil deposits known variously as tar sands, oil sands 
and heavy oil found in Alberta and, to a lesser extent, Saskat- 
chewan in Western Canada. These geological phenomena have 
proven oil reserves that rival those of the Middle East itself. 


On paper, the numbers overwhelm. 
The largest of Canada’s oil sands 
deposits, the Athabasca-Wabiskaw- 
McMurray deposit under the scrub of 
northeastern Alberta, contains an esti- 
mated 720 billion barrels “in place’, 


according to Alberta government figures. 


When combined with the three other 
deposits, Cold Lake (159 billion barrels), 
Peace River (64 billion), and Wabasca (24 
billion), the total of 967 billion barrels 
approaches the magic trillion barrel 
mark. 

This, then, is one of the non-conven- 
tional oil sources that many countries 
such as the United States (oil shales) and 
Venezuela (Orinoco heavy oil deposits) 
hope will provide the alternative to 
dwindling and increasingly undependa- 
ble conventional oil reserves in the Mid- 
dle East. Many of Canada’s trading 
partners, including most notably the 
United States, Japan (Canada’s second 
largest trading partner) and West Ger- 
many look fondly to Canada’s oil sands 
as a salvation for their growing energy 
problems. In fact, some European politi- 
cians have complained that Canada is 
not moving quickly enough to begin 
developing the oil sands in a major way 
to allow oil exports to other western 
nations. The United States, through its 
Department of Energy, is contributing to 
oil sands research in Canada through a 
joint program with the Canadian 
Department of Energy, Mines and 
Resources, the Alberta Oil Sands 
Technology and Research Authority and 
the Saskatchewan Department of Mineral 
Resources. Japan is also contributing 
directly to such research in Canada 
through joint ventures by Japanese-con- 
trolled oil companies with Canada’s 
state-owned oil company, PetroCanada. 

Canada is already tapping the enor- 


mous potential of the oil sands. A first 
plant, operational since the country’s 
centennial year of 1967, will soon have 
its production increased from 45,000 to 
about 60,000 barrels a day. Suncor, Inc., 
part of the Sun Oil group of companies, 
recently amalgamated with its oil sands 
subsidiary, Great Canadian Oil Sands 
Ltd. (GCOS), which is finally turning a 
profit after many years of losses. As 
some experts had feared, the oil sands, 
which are tar soft in summer and rock 
hard during winter, have turned out to 
be much more difficult to transform into 
useful oil than optimists had believed. 
Yet, progress, however agonizingly slow 
and expensive, is being made. No longer 
are the oil sands useful only for tarring 
Indian canoes or paving Alberta roads. 

A second and larger plant was started 
by Syncrude Canada Ltd. in the summer 
of 1979, marking the achievement of the 
first truly commercial-scale operation. As 
with its GCOS predecessor, Syncrude is 
largely a mining operation. First, tons of 
dirt overburden are scraped aside to 
expose the oil sands below. The current 
technological limit is an overburden of 
45 metres. Then the oil sands themselves 
are scooped up in monster draglines 
(GCOS used huge bucket wheels) and 
transported by conveyor belts to a cen- 
trally located plant, where a water sep- 
aration technique first developed in the 
late 1930’s is used to extract the bitumen 
or oil tar. Then, the tar is partially 
refined to a light, high-quality synthetic 
crude oil. 

Syncrude has faced problems almost 
since its inception. Originally expected 
to cost only $200 million, it eventually 
cost $2.1 billion for an output of more 
than 100,000 barrels a day. It almost did 
not get built. Escalating costs forced one 
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of the four original private oil company 
partners, Atlantic Richfield Canada Ltd., 
to withdraw. As a result, the project had 
to be bailed out by the financial partici- 
pation of the federal, Alberta and 
Ontario governments. This crisis under- 
lined one of the biggest problems facing 
oil sands development: the need for 
huge amounts of money. The last minute 
rescue of Syncrude by government as 
well as the interest shown by both the 
federal and provincial governments in 
participating in the projects portends a 
significant involvement of the public 
sector in future oil sands developments. 

Syncrude has also taced serious tech- 
nical problems: several expensive fires 
in the upgrading coker units, which cut 
production in half during critical oil- 
short months in 1979; continued break- 
downs of equipment due to the highly 
abrasive nature of the oil sands; and 
particular problems during the exceed- 
ingly cold winters, when the oil sands 
deposits become rock hard and almost 
impossible to handle. Experts believe 
that most of these problems will be sol- 
ved by the end of the year. But the 
major problem which promises to haunt 
oil sands developers beyond 1980 is the 
unsatisfactory current technology for 
unlocking even the most accessible 
deposits, that is the 7 percent of the oil 
sands which can be surface mined. Only 
one-third of the 7 percent can actually 
be transformed into usable synthetic oil. 

Both Syncrude and the GCOS cur- 
rently receive world oil prices (more 
than double domestic oil prices) for their 
partially-refined light synthetic oil; this is 
just one of the financial incentives pro- 
vided by the federal and provincial gov- 
ernments in the pricing, taxation and 
royalty area to accelerate development 
of non-conventional oils in Canada. 
World prices have increased so rapidly 
in recent months that the Syncrude 
project is reportedly close to breaking 
even with only half of its final produc- 
tion equipment in operation. The same 
phenomenon should allow Suncor to 
recover its investment in the expansion 
of the GCOS plant in less than two 
years. 

The potential profitability of the two 
existing oil sands plants is such that the 
federal government may review the polli- 
cy of automatically paying higher and 
higher world prices for the synthetic oil 
from the oil sands. This pricing issue 
could become a major controversy in 
determining the timing and pacing of 
future oil sands projects. Ata minimum, 
the federal government will have to pay 
a much higher price for synthetic oils, to 
encourage non-conventional oil 
development, than is paid for conven- 
tional oil from existing sources. If the 
non-conventional oil price were to be 
different from the world price, it would 
probably have to be determined ona 
cost of production basis, with a guaran- 


teed return on investment, something 
that would encourage investment by 
reducing risks but also discourage 
investment by increasing government 
involvement and reducing the prospects 
for much higher profits. 

Two oil sands plants do not make 
much of a dent on even the mineable oil 
sands deposits. In fact, the resulting 
production of about 180,000 barrels a 
day fails to cover the drop in conven- 
tional oil production in only two years in 
Canada’s regular oil fields. 

So far, only two other oil sands plants 
are on the drawing board: a third mining 
operation, the Alsands Project Group 
which is headed by Shell Canada 
Resources Ltd., in the Athabasca 
deposits, expected to cost $6 billion; 
and the first commercial-scale in situ 
project in the nearby Cold Lake deposits 
to the south, on the Alberta-Saskatch- 
ewan border. The Cold Lake project, 
proposed by a subsidiary of Exxon’s 
Imperial Oil Ltd., would involve injecting 
steam into the oil-bearing formations in 
an attempt to heat the oil enough that it 
could flow naturally to production wells 
and be pumped to the surface. It repre- 
sents the first attempt at the type of 
technology needed to tap the largest 
portions of the unmineable oil sands 
reserves, but it is still not the type of 
technology needed to tap the deeper 
deposits in the vast Athabasca reserve. 

To illustrate the Athabasca challenge, 
it would be useful to place those 
deposits on a scale of oil accessibility. 
The highest ranking or the most accessi- 
ble oils are the light crude oils which are 
extracted by means of traditional wells. 
Canada has recently phased out exports 
to the United States of this kind of oil, 
exports which in the mid-1970’s 
amounted to one million barrels a day or 
half of Canada’s total production. Lower 
on the accessibility scale are the heavy 
crude oils which resemble molasses, 
have low production rates of 10 or 20 
barrels a day and, consequently, require 
a huge number of wells. These conven- 
tional production techniques, however, 
account for only 10 to 25 percent of the 
oil currently recovered. To produce 
more oil, non-conventional techniques 
must be used, requiring special and 
expensive advanced recovery schemes 
such as steam injection or even burning 
oil underground to speed up the flow of 
oil. The Lloydminster reserves on the 
southern Alberta-Saskatchewan border 
are the largest such deposits. These 
heavy oils are used in Canada largely for 
producing paving materials. To be useful 
for making gasolines and other higher 
grade petroleum products would require 
the construction either of more sophisti- 
cated oil refineries nearer markets or of 
partial refineries, called upgraders, near 
the oil fields, at a cost of $1 billion or 
more for 50,000 to 100,000 barrels a day. 
While several Canadian companies have 


been studying the feasibility of con- 
structing upgraders, namely Husky Oil 
Ltd. and PetroCanada, the availability of 
U.S. export markets, where heavy oils 
command higher prices, has provided a 
disincentive for such schemes. 

Still lower on the accessibility scale are 
the even more viscous heavy oils in the 
Cold Lake and Peace River deposits. 
These require even more sophisticated 
advanced recovery schemes, greater 
investments, and upgrading of the 
recovered oil. The oil industry, with 
financial support from the Alberta gov- 
ernment, is currently involved in a 
number of pilot projects to perfect vari- 
ous technologies in advance of commer- 
cial plants that could begin producing oil 
in the mid to late 1980’s. The Cold Lake 
project of Esso Resources Canada Ltd. is 
the first commercial-scale plant in this 
category; it is expected to cost more 
than $7 billion, in part because of the 
large number of development wells 
needed to produce the heavy oil. As 
with the third mining plant now on the 
drawing boards, the Cold Lake project is 
in the final stages of government 
approval but still requires guarantees on 
special financial incentives, including 
pricing, taxes and royalties. 

Finally, at the bottom of the accessi- 
bility scale are the Athabasca deposits, 
90 percent of which cannot be mined 
from the surface and which might, in 
time, be accessible using in situ 
techniques not yet perfected. 

Thus, Canada is literally only scratch- 
ing the surface of the oil sands, using 
technologies developed since the 1930's. 
Canada expects to rely heavily on the oil 
sands in the campaign to regain oil self- 
sufficiency by 1990 or the turn of the 
century. To achieve this without major 
new oil finds of conventional oil would 
require the construction of at least one 
new oil sands plant every year over the 
next decade and a half, something that is 
impossible given the enormous sums of 
money required ($5 billion or more per 
plant), the strain on human and material 
resources (Canada only has enough 
manpower to handle one such plant at a 
time over a two-year construction 
period, if other major capital projects are 
not to be delayed), and the length of 
time between conception and comple- 
tion of a project (now averaging 10 
years). 

With oil sands development in fact 
already lagging behind earlier projects, 
the likelihood of exports of Canadian 
non-conventional oil seems extremely 
slim in the next decade or two even if 
major technological breakthroughs make 
possible the exploitation of the deeper 
Athabasca oil sands. Even then, the same 
manpower, financial and time constraints 
faced by current oil sands plants will 
inhibit the progress of more advanced 
oil sands plants until the 1990’s at the 
earliest. 
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Thus, at best, the Canadian oil sands 
represent only a partial solution in the 
short term. In the medium term, how- 
ever, they will be a major contributor to 
Canadian oil supplies, though at a high 
cost, and in the long term a potential 
source of supply for other countries if 
and when the technology to develop 
deeper deposits on a large scale are 
found to be commercially viable. 

Alberta has been financing a research 
program known as the Alberta Oil Sands 
Technology and Research Authority 
(AOSTRA), using funds diverted from 
energy revenues. The major emphasis of 
the research program, which involved 
some $144 million during 1978-79, has 
been to develop, test and perfect in situ 
techniques, since these would appear to 
be the key to unlocking the bulk of the 
oil sands which span some 43,000 square 
kilometres of eastern and northern 
Alberta. For example, AOSTRA is pro- 
viding 50 percent of the $50 million 
needed to test the suitability for 
Athabasca deposits of a patented 
technique involving a combination of 
forward combustion (underground 
burning of some of the oil sands to heat 
up other deposits) and water flooding 
(injecting water into the oil sands to 
drive the heated, less viscous oil to cen- 
tral pumping stations). Amoco Canada 
Petroleum Co. Ltd., PetroCanada and 
Sun Oil are involved. 

Another Athabasca deposit experiment 
involves fracturing techniques that will 
allow deeper deposits of oil sands 
(below 200 metres of overburden) to be 
extracted more completely after they 
have been made less viscous by other 
techniques. In the Peace River deposit to 
the west, near the British Columbia bor- 
der, pilot studies are being funded to 
test a Shell technique involving an on- 
again off-again steam injection 
technique. In the Cold Lake heavy oil 
deposit to the south of Athabasca, field 
research is underway on a combination 
steam injection and combustion dis- 
placement technique. BP Exploration, 
PanCanadian Petroleum Ltd., and Hud- 
son’s Bay Oil and Gas Co. Ltd. are 
involved. The concept of using horizon- 
tal shafts or tunnels for gaining access to 
oil sands and heavy oils for production 
from vertical shafts is also being 
evaluated, based in part on visits to Rus- 
sian underground thermal mining sites. 

For the nearer-term, AOSTRA is fund- 
ing a pilot project on advanced recovery 
of heavy crude oils in the Lloydminster 
area of southeastern Alberta. One test 
will employ steam to drive oil to pro- 
duction wells; a second will involve air 
injection to aid combustion of part of 
the oil reservoir. Another test recovery 
scheme is being underwritten for the 
Suffield gas reserve in southern Alberta, 
involving a cyclic combustion process. 
Before any new facilities can be built to 
upgrade these types of heavy oils for 


more advanced use in Canada, the pro- 
duction rate of such fields will have to 
be increased significantly. The most 
obvious way to accomplish this is by 
perfecting advanced recovery schemes 
which can be applied to both existing 
and new heavy oil reservoirs. Such 
schemes would also increase Canada’s 
producible oil reserves. 

Important over the longer term are 
studies just being started to determine 
the extent of bitumen deposits in 
carbonate rocks thought to extend in a 
huge triangle over much of the same 
area now known to contain oil sands 
deposits. Field research tests on an 
underground combustion recovery 
method for these deposits are also being 
funded, involving Union Oil Co. of 
Canada Ltd. These carbonate deposits 
are not yet included in any estimates of 
oil reserves. 

AOSTRA is also funding tests of novel 
oil sands production schemes, including 
ones which would use electric heating to 
warm up deposits, and of new oil sands 
extraction and upgrading processes. For 
example, oil sands are being sent to 
West Germany to a Lurgi process pilot 
unit to test the feasibility and compara- 
tive economics of the Lurgi-Ruhrgas 
direct distillation process (compared to 
the most advanced traditional! hot water 
separation process). The Lurgi process is 
more traditionally used to gasify coal. 
The results of this test will be used to 
decide whether a demonstration plant 
should be built in Canada. Another 
“dry” separation technique, this time 
involving a patented rotating dry kiln, is 
also being tested, with possible applica- 
tions to the upgrading of heavy oils as 
well. 

The federal government's own resear- 
chers are pursuing the feasibility of 
directly hydrocracking oil sands and 
heavy oils instead of or in conjunction 
with the more traditional coking 
techniques. In addition, AOSTRA has 
financed the testing of Exxon’s fluid 
“flexicoking” technique. 

In a more futuristic vein, AOSTRA and 
a subsidiary of the Japanese company 
Mitsubishi are undertaking bench unit 
tests of a direct thermal cracking 
technique, to see whether it is feasible 
to produce petrochemical feedstocks 
directly from oil sands bitumen. Such an 
approach could lower feedstock costs 
and provide an opportunity for much 
higher upgrading of oil sands. 

Beyond issues related to technology 
and economics, a number of other 
problems are emerging. On the 
environmental front, the hot water 
treatment in surface mining plants places 
strains on available water supplies. Huge 
quantities of water are required, in part 
because of the lack of advanced 
technology for clarifying and recycling 
treatment water. The huge settling 
ponds of oily water attract and then 


cripple waterfowl along one of North 
America’s major migration routes. Sul- 
phur emissions and potential acid-rain 
problems are a growing concern. Strip 
mining and consequent revegetation 
problems will also be an increasing con- 
cern as mining plants multiply. 

On the social side, the modest oil 
sands development envisioned to date 
— three mining plants and one in situ 
plant — have already threatened to 
overwhelm social services in sparsely 
settled parts of Alberta. Thousands of 
skilled and unskilled workers from other 
parts of Canada have been attracted to 
Alberta in search of high-paying jobs, 
overheating the provincial economy. 
New towns have to be built at consider- 
able cost to local governments. 

Another concern which has been 
expressed is that the degree of control 
exercised by a few multinational oil 
companies, over oil-sand leases and 
technology, might lead to the pace and 
nature of oil-sand development being 
determined by non-Canadian interests at 
the very time when oil sands account for 
an increasing share of Canada’s domestic 
oil supply. More consideration is being 
given, therefore, to ensuring greater 
Canadian participation in existing and 
future projects at both the financial and 
technical levels. The aim is to ensure 
Canadian capability to develop the oil 
sands even without foreign participation, 
if necessary. 

A key to the future of the oil sands is 
federal-provincial relations. In Canada 
provincial governments have jurisdiction 
over natural resources and the federal 
government jurisdiction over interpro- 
vincial and international trade. This 
cross-jurisdictional relationship between 
the two levels of government has led to 
confrontation over issues such as pricing 
and pace of development. Indeed, the 
pricing question was still not resolved at 
the time this issue went to press. Alber- 
ta, conscious of the finite nature of its 
petroleum resources and the growing 
disparity between domestic and interna- 
tional prices, is intent upon getting 
maximum value for its oil, whereas the 
federal government is preoccupied with 
the effect that large price increases 
would have on the economy. The pace 
of development is another bone of con- 
tention, Alberta wanting to avoid over- 
heating the provincial economy and 
overtaxing its public services, and the 
federal government wanting to accele- 
rate development to reduce Canada’s 
dependence on imports of expensive 
foreign oil. As long as even the possibil- 
ity of confrontation exists, private 
investors will be that much more cau- 
tious about committing the huge sums 
required for the development of com- 
mercial oil sands projects. That is why 
federal-provincial relations have been 
and will continue to be a pivotal element 
in the development of the tar sands. 
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A new financial 
community in 
the West 


by Richard Osler 


Richard Osler is Alberta editor of the Financial 
Post. 


The old truism “It takes money to make money” is being 
proven again in Alberta, whose burgeoning economy, particu- 
larly its resource sector, requires an increasingly large and 
sophisticated financial community to meet current and future 


needs for financing. 


Though revenues from oil and gas are 
enormous in their own right and are 
generating staggering wealth in other 
industries, resource exploration and 
development projects such as heavy oil 
and oilsands, the vast sums needed for 
infrastructure and the development of 
industries allied to and independent 
from rescurces all require large-scale 
and on-the-spot financing services. This 
is why an important financial community 
is taking shape in Alberta. Both domestic 
and foreign financial organizations are 
quickly establishing offices in Calgary 
and Edmonton in order to take advan- 
tage of the current market for their ser- 
vices and, more importantly, the antici- 
pated huge future market. 


The Canadian financial 
contingent 


There was a time when Canadian 
chartered banks, which operate nation- 
wide, did their major business in Alberta 
at head offices in Toronto and Montreal. 
Needless to say, those days are now a 
closed chapter of Canadian financial 
history. The Bank of Montreal 
announced last year its intention to build 
a two-tower corporate edifice in Calgary, 
one tower of which will reach 47 storeys 
and the other 64 storeys, the tallest 
building in the Commonwealth. The 
bank has also relocated its chairman and 
its vice-president (corporate banking) to 
Calgary. The Royal Bank of Canada, the 
country’s largest and most important 
chartered bank, has also relocated its 
vice-chairman to Calgary. Furthermore, it 
has formed a new department, the 
Global Energy Group, whose headquar- 
ters will be in that city. 

The president of the Alberta Stock 
Exchange, who has witnessed these and 
other eastern establishment moves to 
the West, made a most cogent observa- 
tion when he said that Alberta’s financial 
community” ... will probably never be 
in the same league as Toronto, but (is) 
gaining a large measure of decision- 
making power...”” That is the key: deci- 
sion-making power. Representatives of 
the banks in Alberta must be in a posi- 
tion to approve significant loans without 
the inevitable delays associated with 
head office review and approval. The 


competition which already exists and 
which is expected to intensify further 
makes loan turn-around time a deter- 
mining element in the success of a 
financial institution. The Royal Bank, the 
Bank of Montreal and the Canadian 
Imperial Bank of Commerce have 
opened specialized corporate banking 
units to which they have given 
discretionary lending limits of up to 

$20 million and $25 million, subject to 
board approval. This has meant the pos- 
sibility of approval in days instead of 
weeks. Strangely, top Alberta executives 
of both the Royal Bank and the Bank of 
Montreal have discretionary lending 
limits that are lower than those of their 
corporate banking executives. 
Nevertheless, the limits are in the 

$5 million range, which is twice as high 
as those of their competitors and five 
times greater than the most common 
level of only three or four years ago. By 
far the most important bank in the oil 
business is the Royal Bank, which is 
reputed to hold about a third of all oil 
and gas loans. One of the five big char- 
tered banks is expected to open a 
money market desk soon, which is 
another key financial center ingredient. 
The Royal Bank, the Bank of Montreal 
and the Toronto-Dominion Bank have 
already opened foreign exchange desks. 

Other smaller Canadian banks are 
establishing themselves in Alberta. For 
example, the Northland Bank, which is 
one of Canada’s newest chartered banks, 
has executive offices in Calgary. It has 
grown quickly by using the wholesale 
commercial lending approach as well as 
making significant commitments to 
international loan syndications. Among 
its shareholders are the giant Deutsche 
Genossenschaftsbank of Frankfurt (5 
percent) and Girard International Bank 
of Philadelphia (5 percent). Another 
bank is the Canadian Commercial and 
Industrial Bank based in Edmonton 
which, also as a wholesale commercial 
lender, has seen its assets grow to more 
than $500 million in slightly over three 
years. 

The banks, however, are just one 
source of financing. Oil companies, par- 
ticularly fledgling ones, have found a 
new financing source, tax-shelter drilling 
funds, which provide financing normally 
only available through equity financing. 
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An artist’s concept of the Bank of Montreal’s projected two-tower office complex in Calgary. 


This highly leveraged money source has 
helped to launch many companies, 
including the highly successful Czar 
Resources Ltd., which went from 
nothing to a market capitalization of 
$100 million in a relatively short period. 
This form of financing has been very 
popular with investors because of the 
attractive tax write-offs (100 percent for 
exploratory drilling and 30 percent for 
development drilling) which usually 
average between 60 and 70 percent in 
the first year for Canadian funds. About 
$1.5 billion have been invested in the oil 
and gas industry in this way since West 
Germans first started investing in the 
funds in 1974. West Germans have 
bought about $700 million worth of 
these tax-induced offerings because of 
tax laws which allowed as much as 200 
percent write-offs for such investments. 
Recent reductions in those tax benefits 
in West Germany, however, appear to 
have reduced the annual inflow of 
investment in those funds from that 
source. Since 1976, when tax changes 
encouraged Canadian drilling funds, 
Canadians have spent about $800 mill- 
ion, including an unprecedented $500 
million in 1979. 

One result of the popularity of these 
drilling funds has been to provide a new 
line of business for brokerage firms who 
market the public funds. Indeed, this 
business has drawn many firms to Cal- 
gary. Several national brokerage houses 
find that about one third of their new 
underwritings, including drilling funds, 
originate from Alberta. This explains why 
most of those firms have sent one if not 
more corporate underwriters to Calgary. 
Large national firms, such as MacLeod 
Young Weir and Wood Gundy Ltd., as 
well as smaller firms, such as Walwyn 
Stodgell Cochran Murray Ltd. and Mid- 
land Doherty Ltd., have been very busy 
underwriting in Calgary. 

In addition to the national brokerage 
houses which opened shop in Calgary, a 
number of local firms have seen the light 
of day. Most notable among the Calgary 
firms is Peters & Co. which had a mod- 
est beginning in 1971 and has become a 
major underwriter for solid junior com- 
panies. With its close industry connec- 
tions Peters was one step ahead of the 
bigger firms which were not ready for 
the equity boom which started in the last 
half of 1978. 

Retail brokerage business has also 
thrived, as is shown by the fact that most 
houses have, at a minimum, doubled 
their retail staff since 1978. Ideally placed 
for taking advantage of the oil and gas 
business, salesmen in Calgary have been 
doing an unprecedented volume of 
business. For example, Merrill Lynch, 
Royal Securities Ltd.’s Calgary office is its 
busiest in Canada. 

The evolution of the Alberta Stock 
Exchange has paralleled the growth of 
the resource sector, particularly oil and 
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gas. Established in 1914 as the Calgary 
Stock Exchange, the A.S.E. is rapidly 
gaining prestige and recognition as a 
major trading centre in Canada. This 
year alone trading dollar value jumped 
more than 150 percent. The A.S.E. is 
consolidating its position as a specialized 
marketplace, launching junior resource 
companies. It expects to broaden its 
trading base and to benefit in the future 
from more trading of interlisted stock. 
The heart of the A.S.E.’s business, how- 
ever, is and will continue to be the 
floating and trading of petroleum indus- 
try issues. 

Insurance companies are also par- 
ticipating in Alberta’s rising fortunes. 
One of the most interesting firms is the 
Cascade Group, which in 1979 became 
the second largest group of insurance 
companies in the West. A sign of the 
times was Cascade’s decision to move 
the head offices of two of the firms it 
had acquired, namely Sovereign General 
Assurance Co. (assets $30 million) and 
Sovereign Life Assurance Co. (assets $93 
million) to Calgary from Toronto. 
Including Cannon Assurance Co. of Bri- 
tain, which it acquired in 1978, Cascade 
controls more than $570 million worth of 
insurance assets. The Calgary firm hopes 
to increase this asset figure to over $1 
billion by the early 1980s. 

Not to be forgotten as an important 


element of Alberta’s financial picture is 
the provincial government's hugh sav- 
ings fund which was created to manage 
the income generated by oil and gas 
royalties. The Alberta Heritage Savings 
Trust Fund, worth $5 billion and 
expected to grow to $30 billion over the 
next 10 years, is and will be an important 
instrument in Alberta’s strategy to diver- 
sify its industry and economy. 


The foreign financial contingent 


Calgary has always been an important 
suitcase banking stop for foreign banks 
and it is quickly becoming a permanent 
location for many of them as they seek 
to get a share of the huge volume of 
business anticipated for the 1980’s. An 
interesting perspective on what foreign 
banks are trying to accomplish in Calgary 
is given by Terry Baker, honorary British 
consul for Calgary and local manager for 
Natwest Canada Ltd., a subsidiary of 
National Westminster Bank Ltd. of Lon- 
don which established itself in Calgary 
last year. He maintains that, though 
foreign banks are transacting some 
offshore business and medium-sized 
corporate loans, their main efforts are 
being devoted to establishing contacts 
for the large businesses yet to come. 
The key target of the foreign banks is 


Foreign banks represented or soon to be represented 
in Alberta : 


The Chase Manhattan Bank 
Citicorp 

Credit Suisse 

National Westminster Bank Ltd. 


Swiss Bank Corporation 


Societe Generale de Banque S.A. 


Seafirst Corporation 


The Hong Kong & Shanghai Banking Corporation 


(Wardley) 

Bankers Trust New York Corp. 
Schroders Ltd. 

The First Boston Corporation 


Crédit Lyonnais S.A. 


Continental Ulinois Bank & Trust Co. 


Chemical New York Corp. 
The Bank of Tokyo 


Barclays Bank Ltd. 


USA. 
USA. 
Switzerland 
U.K. 
Switzerland 
ruatice 
USA. 


Hong Kong 


U.S.A. 
U.K. 
UDA. 
France 
U.S.A. 
U.S.A. 
Japan 


U.K. 


the syndicated loan business, which will 
be an integral part of the huge oil and 
gas projects of the 1980’s. Syndicated 
loans, where a number of banks jointly 
finance huge loans, have been rare in 
Canada because the chartered banks 
have been able to make most loans on 
their own. Mr. Baker stresses the point, 
however, that in an era of billion-dollar 
projects ‘’... syndicated loans become a 
necessity.’’ He maintains that the char- 
tered banks must broaden their base and 
that ‘’... they can’t expect to handle all 
the oil and gas mega-project debt of the 
1980’s. Canada is going to need to tap 
international sources of funds.” 

Another representative of a foreign 
bank already finds business good in Cal- 
gary. Udo Studner, manager for SBC 
Financial Ltd. a subsidiary of Swiss 
Banking Corporation, says that he 
booked more loans than expected in 
1979 and thinks that it will be easy to 
double his volume of business this year. 
SBC landed a $30 million loan with a 
large foreign-controlled company in Cal- 
gary. Studner says that foreign banks 
have an advantage over domestic banks 
in that their rates are based on the Lon- 
don interbank rate, whereas the domes- 
tic banks base theirs on the higher 
Canadian prime rate. He says that the 
difference can amount to as much as 
one percentage point. 

Readers will note that both firms refer- 
red to above are subsidiaries. In fact, 
most foreign banks in Canada have 
established subsidiaries instead of repre- 
sentative offices because they anticipate 
changes in Canada’s Bank Act which 
would allow them to take deposits and 
compete fully with Canadian banks. 

If statements made by a British busi- 
ness mission last year can be interpreted 
as being representative of foreign 
interest in Alberta, future foreign par- 
ticipation in Alberta’s financial 
community seems destined to grow. 
Representing major clearing banks, mer- 
chant banks and brokerage houses, 12 
British businessmen visited Alberta for a 
week last June and concluded that more 
British institutions should be established 
in the province. William Clarke, Director 
General of the London Committee for 
Invisible Exports, speculated that Alberta 
was becoming Canada’s second most 
important banking center after Toronto. 

Oil and gas are fueling the rapid 
evolution of Western Canada, particu- 
larly Alberta. This has created the need 
for an important Alberta-based financial 
community capable of providing the ser- 
vices required for the immense transac- 
tions associated not only with oil and gas 
but also other industries. The movement 
of important financial organizations to 
Alberta from Eastern Canada and abroad 
is clear evidence that what Alberta is 
experiencing is not just a boom, but a 
permanent transformation of its 
economy. 
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U.S. investment 
in Canada 


by Joan Gherson 


Joan Gherson is an economist with the 
Research and Analysis Branch of the Foreign 
Investment Review Agency. 


To many Canadians, foreign investment is synonymous with 
American investment and indeed there is good reason for that 
impression. U.S.-controlled firms are the major foreign presence 
in Canada, controlling nearly half of all capital employed in the 
manufacturing and natural resource sectors. Although the 
American presence has been paramount for only the latter half 
of this country’s 112-year history and in recent years has shown 
some slight sign of diminution, its importance and influence 
have made it the subject of intense study both in Canada and in 
the United States. This article outlines the history, size and 


concentration of that investment. 


Though the United States has always 
had a profound influence on cultural 
and commercial life in Canada, it has not 
always played a major role as a source of 
investment funds in this country. In fact, 
up to the middle of the nineteenth cen- 
tury the role of foreign creditor was 
almost entirely borne by Great Britain in 
Canada just as in the United States itself. 
It has been estimated that at least 90 
percent of the $200 million of total 
foreign investment in Canada in 1867 
Originated in Britain. Most of that 
investment was portfolio investment, 
largely government and railway bonds. 
Direct investment amounted only to 
about 20 percent of the total, Britain 
being also the foremost direct investor. 

Britain’s dominant position changed 
only slightly during the period leading 
up to the first world war in spite of the 
substantial increase in foreign borrow- 
ing, particularly between 1900 and 1913 
when approximately $2.5 billion worth of 
foreign capital entered Canada. While 
securities, chiefly of government origin, 
continued to be the major financial vehi- 
cle, with Britain still the leading source 
of funds, U.S. investment stock was 
growing twice as fast as British invest- 
ment. By 1914 the British share of total 
foreign capital in Canada had declined to 
about 72 percent, whereas the U.S. 
share had increased to about 23 percent. 
It was during this period that the United 
States supplanted Britain as the leading 
source of direct investment, most of the 
U.S. capital going into forestry and 
mining, and some into manufacturing. 

While the more rapid growth of 
American investment was already evident 
before 1914, it was overshadowed by the 
dominant size of British investment. This 
situation changed, however, during and 
after the war. The British began to 
liquidate outstanding government and 
railway debt and Canadian governments 
and corporations began to turn to New 


York instead of London for funds. From 
1914 to 1926 U.S. portfolio investment in 
Canada increased from approximately 
$250 million to $1.8 billion; it was the 
major factor in the rapid increase of total 
U.S. investment during that period. This, 
coupled with the more than doubling of 
U.S. direct investment, made the United 
States Canada’s principal creditor by 
1926, the first year for which official 
Canadian data on foreign investment are 
available. The United States maintained 
this position in spite of a slight increase 
in British investment in the late 1920's 
and a modest decline in U.S. investment 
in the 1930’s. With the further erosion of 
British investment during the second 
world war, much of it replaced by U.S. 
sources, the positions of the United 
States and Britain as Canada’s creditors 
were, by 1946, exactly the reverse of 
what they had been in 1914; that is, 
some 72 percent of the $7 billion of 
foreign capital was owned in the United 
States and about 23 percent in Britain. 

The 1950's and 1960’s were decades of 
massive influxes of foreign investment in 
Canada, foreign long-term investment 
increasing by over $30 billion. In 1967, 
Canada’s centenary, the U.S. share of 
foreign capital in this country peaked at 
80 percent. The 1970’s, however, were 
an even more dramatic period of 
increasing foreign investment, averaging 
$6 billion per year between 1970 and 
1976. So great was the increase that, 
although the U.S. share decreased to 
below 75 percent by 1976, its value had 
more than doubled since 1966. 


Characteristics of U.S. 


investment 
The principal characteristic of U.S. 
investment is its sheer size. With a book 


value in 1977 of over $65 billion, it repre- 
sents nearly 75 percent of all foreign 
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investment in this country. Moreover, 
Canada is also the chief locus of U.S. 
external investment, accounting for 25 
percent. In fact, Canada’s share of U.S. 
external funds during this century has 
stayed consistently in the 25 percent 
range, even in the early years when Bri- 
tain was the major source of funds. The 
present size of U.S. investment in Cana- 
da is due, therefore, not to any increase 
in concentration in Canada, though that 
was a factor in the 1950’s and 1960’s, but 
to the remarkable growth of U.S. 
investment world-wide and Canada’s 
consistent share of that investment. 

A second and long-standing charac- 
teristic of U.S. investment is the high 
proportion represented by direct 
investment, involving ownership or con- 
trol of Canadian industry. Between 1900 
and 1913, for example, about 55 percent 
of U.S. investment was direct invest- 
ment, compared with only 11 percent of 
British investment. After 1914 the pro- 
portion fell below 50 percent but 
resumed its predominance after 1945. 
Between 1946 and 1974 the book value of 
U.S. investment increased by nearly $44 
billion of which nearly $27 billion or 62 
percent was due to increased direct 
investment. Although portfolio invest- 
ment was again relatively stronger in 
1975 and 1976, the proportion of direct 
investment in the total stock was still 58 
percent at the end of 1976. By compari- 
son, only 40 percent of other foreign 
investment was direct investment. One 
consequence of the size and age of U.S. 
direct investment is its ability to grow 
from earnings generated in Canada. In 
recent years retained earnings of sub- 
sidiaries have been the principal source 
of additions to foreign direct investment 
in this country. Thus, the early esta- 
blishment of American companies ena- 
bled them to consolidate their position 
and in some cases to inhibit the entry of 
others because the size of the market 
would not support new producers. 

Historically, the two principal motives 
for U.S. direct investment have been to 
secure supplies of raw materials for its 
industries and their subsidiaries, and to 
extend the market for U.S. products. 
The first can be attributed to the close 
proximity and the complementarity of 
Canadian resources. It has led to large- 
scale investment in Canada’s natural 
resources and, consequently, to an 
orientation of Canada’s exports towards 
raw materials and towards the United 
States. Canada’s forest industries were 
the first to attract large investments. 
Beginning with purchases of large timber 
tracts in the last century, that investment 
moved into sawmills, pulp mills and 
newsprint as export restrictions, tariffs or 
relative costs of production made these 
desirable or imperative. Securing a cap- 
tive source of raw materials has increas- 
ingly been an important element in min- 
eral developments such as iron ore, 
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asbestos and petroleum. In other cases, 
however, where the gain to be had from 
the development of rich deposits was 
the only force motivating Americans to 
become principal investors, the existen- 
ce of a large market to the south has 
always been an important underlying 
factor. 

The second motive for direct invest- 
ment, to extend the market for the pro- 
ducts of American industry, is responsi- 
ble for the vast number of American 
branch plants in Canada. Strong evi- 
dence suggests that the Canadian tariff, 
and later the Commonwealth Preferential 
Tariff, stimulated that development. But 
as the relative importance of the tariff 
declined, other factors, such as the con- 
siderable growth of the Canadian mar- 
ket, special market characteristics 
requiring modification of the American 
product and service needs, contributed 
to the continued growth and expansion 
of the American branch-plant presence. 


The predominance of the two motives 
identified above has been so strong that, 
by 1975, resource development and 
secondary manufacturing together 
accounted for 78.5 percent of the book 
value of all U.S. direct investment in 
Canada. As much as 43 percent of that 
investment was in the manufacturing 
industries, 24 percent in petroleum and 
natural gas, and 11 percent in mining. 


U.S. control in Canadian 
industry 


One of the results of the high con- 
centration of investment in resources 
and manufacturing has been the com- 
mensurate degree of U.S. control in 
those sectors of Canadian industry. 
Some 43 percent of the book value of 
capital employed in manufacturing, 58 
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percent in petroleum and natural gas, 
and 45 percent in mining is controlled in 
the United States. Within these sectors, 
American-controlled firms account for 80 
percent of shipments in iron-mining, 
rubber manufacturing, transportation 
equipment and electrical industrial 
equipment. Yet, despite the size of that 
American share it is now a smaller pro- 
portion in all three major sectors (man- 
ufacturing, mining and oil and gas) than 
it was at the end of the 1960’s, largely as 
a result of a growing Canadian share but 
also because of a faster rate of growth in 
other countries’ investment. 

American-controlled companies tend 
to be among the largest in a great many 
industries in Canada and are, therefore, 
not only particularly notable but also 
especially profitable and influential. One 
measure of their importance is that, in 
1977, they generated nearly 60 percent of 
corporation profits in manufacturing and 
mining. Another is that more than one 
third of the 100 largest Canadian indus- 
trial companies are more than 50 percent 
American-owned. They include the two 
very largest companies in Canada, Gene- 
ral Motors of Canada Ltd. and Ford 
Motor Co. of Canada Ltd., each with 
revenues in the $7-billion range in 1978. 
Chrysler Canada Ltd. is also among the 
top 10, as are Imperial Oil Ltd. and Gulf 
Canada Ltd. 

Many of these large industrial com- 
panies have links with Canada that go 
back to the earliest period of American 
investment. Imperial Oil Ltd., for exam- 
ple, has been in Canada since about 
1880 and, as early as the turn of the 
century, it dominated the eastern Cana- 
dian market. Growing rapidly from its 
early strong base as a distributor and 
also as a producer (first in Ontario and 
subsequently in Alberta) the company 
and its subsidiaries now own and oper- 
ate a large distribution network, six 
refineries and major gas processing 
plants, manufacture petrochemicals and 
other products, engage in oil, gas and 
other mineral exploration and develop- 
ment, and have major interests in 
pipelines. 

Among the hundred or so other com- 
panies that were here before 1900 are 
the two leaders in the electrical 
apparatus industry, Canadian General 
Electric Co. Ltd. and Canadian Westing- 
house Co. Ltd., as well as the Canadian 
branches of Sherwin-Williams Company, 
for long the largest American-owned 
paint company, The Singer Sewing 
Machine Company, Ingersoll Rand and 
the International Paper Company. Only 
slightly later, in the early years of this 
century, came the two largest automo- 
tive companies, Ford and General 
Motors, though neither were in the first 
instance organized by the parent com- 
pany. Ford, the earliest, was started by a 
Canadian, with 51 percent of the initial 
Capitalization given to the American 
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company in return for rights and proces- 
ses. The predecessor of General Motors 
was also started by a Canadian, who 
maintained control until the first world 
war. Also established before 1914 were 
the Ontario Paper Company, owned by 
the Chicago Tribune, the first explosive 
plants of the duPont Company, the Otis 
Elevator Company, the Goodyear Tire 
and Rubber Company and the two large 
agricultural implement manufacturers, 
International Harvester and John Deere. 


Indeed, the early decades of this century 
were years of prolific branch-plant 
development. By the mid-1930’s, the list 
of American companies had grown to 
well over a thousand. Only slightly set 
back by the depression, the growth has 
continued until over 4,000 corporations 
are now Classified as being American- 
controlled. Still more spectacular than 
the increase in numbers has been the 
growth in assets through expansion and 
acquisition. 
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Regional distribution 


Although there are American com- 
panies in all regions, the investment is 
concentrated in Ontario, Quebec and 
Alberta where 81 percent of the taxable 
income of U.S.-controlled non-financial 
corporations was generated in 1976. A 
breakdown by source of income shows 
that U.S.-controlled mineral (including 
oil and gas) investment is mainly in 
Alberta, while manufacturing investment 
is predominantly in Ontario and, to a 
considerably lesser extent, in Quebec. 

That this regional concentration of 
investment is vitally significant for pro- 
vincial economies is evident from the 
fact that U.S.-controlled companies 
earned 58.5 percent of all corporate tax- 
able income in Alberta and 45 percent of 
the total in Ontario. This is also true for 
other provinces, where American 
investment is considerably smaller, 
because its concentration in either min- 
ing or manufacturing can make it par- 
ticularly important to the economy. 


Outlook 


The magnitude and evident profita- 
bility of U.S. investment in Canada 
shows that this country has been a good 
place for American capital. But the very 
size of that investment and changes in 
the world investment picture such as 
tariff reductions, which diminish the 
advantage of branch plants, put the 
future rate of growth in question. The 
huge post-war influx of American capital 
has subsided in recent years and a 
plateau may have been reached in the 
establishment of new American man- 
ufacturing plants. Though the U.S. pre- 
sence continues to grow in Canada, that 
growth is increasingly financed from 
Canadian sources, principally the 
retained earnings of subsidiaries, and its 
rate has declined. The U.S.-controlled 
share of the total capital employed in 
manufacturing, mining and oil and gas 
has also been declining. This is partly 
due to repatriation of a number of 
American-controlled investments, nota- 
bly in resource industries, but also in 
manufacturing. Another factor is the 
more rapid growth in investment from 
other countries, including the acquisi- 
tion of American parent companies by 
non-Americans and the resulting change 
in ownership of Canadian subsidiaries. 
Yet, it would be unwise to conclude that 
present trends will continue. More than 
40 years ago an important study of 
Canadian-American industry concluded, 
in similar circumstances, that because 
American industry had nearly reached 
“saturation”, its rate of increase must in 
future be much slower. Instead, in the 
ensuing years, a new surge of develop- 
ment brought new investment to unpre- 
cedented levels. 


U.S. Control of largest Canadian companies , 


Group _ U.S. share of ownership 
(Ranked by | . > 
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U.S. applications to the Foreign Investment Review Agency _ 


Since the inception of the Foreign Investment Review Act Americans have been — 
responsible for 61 percent of all reviewable applications. In terms of the value of _ 
assets acquired or new investment proposed, the U.S. share is smaller, though the 
difference is slight. This U.S. share, whether in terms of number of applications or the 
value of investment involved, is substantially less than the U.S. share of the value of 
all foreign direct investment in Canada, which exceeds 80 percent. That difference 
undoubtedly reflects the fact that a large part of the increase in the book value of U.S. 
investment is due to the growth and expansion of existing U.S.-owned businesses. 


Acquisitions? |New businesses” 

— number — 
Reviewable applications 950 675 
Allowed : Be 548 
Disallowed 78 42 
Withdrawn 64 >» 
874 643 
Reviewable applications by sector . — percent — 
Primary 7.8 55 
Manufacturing 49.0 25.9 
Services 43.2 68.6 
100.0 100.0 

Reviewable applications by region 
Atlantic provinces 20 a0 
Quebec 15.7 10.1 
Ontario 57.0 64.3 
Western provinces & Territories 24.8 237 
100.0 100.0 


“April 1, 1974 to December 31, 1979 °October 15, 1975 to December 31, 1979 
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O & K 
Orenstein & 
Koppel: a case 
study 


by Alan Darisse 


Alan Darisse is editor of the Foreign Invest- 


ment Review. 


Though German investment in Canada is nothing new, sig- 
nificant investments in resources having been made in the 1950’s 
and 1960's, its orientation and amplitude are. German invest- 
ment in this country is being increasingly directed to manufac- 
turing and services, a trend confirmed by statements made by 
members of a high level German business mission last Sep- 
tember. The mission members also identified several reasons for 
choosing Canada as an operating base for North America, 
including proximity to the huge U.S. market, an abundance of 
relatively cheap energy, reasonable labour costs and political 
stability. O & K is a good example of the new trend in German 


investment. 


O & K was founded in Berlin in 1876 to 
manufacture transport systems and nar- 
row gauge railways primarily for the 
sugar, agricultural and forestry indus- 
tries. The business thrived. By the end of 
that decade, O & K was producing 
locomotives in its Berlin-Schlachtensee 
factory and, by the end of the century, 
constructing new factories in Berlin- 
Tempelhof, Berlin-Spandau, Berlin- 
Babelsberg, Dortmund and Bochum in 
order to meet increasing demand for its 
products. 

The turn of the century saw O & K’s 
product variety continue to grow. The 
1911 acquisition of Lubecker Maschinen- 
bau Gesellschaft added large earthmov- 
ing equipment, such as bucketwheel 
excavators and dredgers, to its manu- 
facturing list. Production had expanded 
to such a point that by 1926, O & K’s 
50th anniversary, employment reached 
12,000 in its various factories and 
branches. 

The 1930’s proved to be another great 
period of growth for the company. Two 
acquisitions, that of Dessauer Waggon- 
fabrik AG and Bothaer Waggonfabrik 
AG, highlighted 1930. They enabled 
O & K to rationalize and greatly increase 
its production of rolling stock. During 
that decade O & K built up a world-wide 
network of subsidiaries, sales offices and 
service stations in order to expand sales 
and provide local servicing of O & K 
equipment in centers such as Amster- 
dam, Paris, Milan, Madrid, London, 
Zurich, Johannesburg and Buenos Aires. 
By 1939 O & K could count on 125 sales 
branches around the world. 

But just as the company was reaching 
greater and greater peaks of activity and 
success, the second world war broke 
out. The war was a devastating blow to 
O & K. Entire factories and valuable 
equipment were destroyed and a 
number of factory installations were lost 
due to the circumstances of the war. 
Though O & K’s operations had been 
almost completely wiped out, the com- 
pany managed to become operational 
again in 1948. The 1950’s were a period 


of expansion and increased research. By 
1961, O & K had developed and was 
producing fully hydraulic excavators, 
which were a technological first in this 
kind of equipment. By 1968 the Berlin- 
Spandau works had produced 10,000 
excavators and only five years later, this 
figure doubled. The fact that exports 
played an important role in the com- 
pany’s comeback was no accident. 
Throughout the post-war period, O & K 
concentrated heavily on foreign markets 
to the point where, by 1972, exports rep- 
resented 31 percent of its revenue. 
Licensing agreements with firms in Japan 
and the United States were also part of 
O & K’s drive to increase sales in foreign 
markets. 

New factors in the 1970's, however, 
made it difficult for O & K to continue 
relying on exports as a prime way of 
increasing its share of foreign markets. 
Most important was the rise of the 
deutschmark’s exchange value, which 
made German exports, including 
O & K’s, more expensive and thus less 
competitive. O & K, which wanted to 
increase its share of a growing North 
American market for the kind of product 
it produced, began to search for oppor- 
tunities to establish a manufacturing arm 
in North America. In 1974 it found that 
opportunity in the intended disposal by 
Clark Equipment Ltd. of its struggling 
Industrial Machinery Division in Dundas, 
Ontario. 


The Dundas facilities 


Established in 1861 as the family firm 
of John Bertram and Sons, the Dundas 
firm developed a national reputation for 
the quality of its heavy machinery and 
industrial equipment, predominantly 
machinery tools. It was a stable enter- 
prise for over 80 years, but, as is often 
the case with family firms, it eventually 
became necessary to consider an owner- 
ship change. This happened in 1951 
when Russel Industries acquired the 
firm. Though the activities of the Dundas 
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firm were relatively stable through the 
1950's, it was soon to experience an 
increasingly rapid succession of different 
owners. In 1963, Russel Industries sold it 
to Levy Industries and, only three years 
later, Levy Industries formed a new 
company with Baldwin-Lima-Hamilton. 
John Bertram and Sons Ltd. thus became 
BLH-Bertram. In 1969 another change of 
ownership occurred when Baldwin-Lima- 
Hamilton bought out Levy Industries. 
BLH-Bertram became BLH Canada Ltd., a 
wholly owned U.S. subsidiary with 
Armour and Company Ltd. of Chicago as 
the ultimate controller. This continual 
change of ownership would, in any cir- 
cumstances, be enough to send any firm 
into a spin, but BLH Canada Ltd. was not 
yet at the end of what had been a kind 
of revolving-door ownership. Only two 
years after the 1969 development, BLH’s 
ownership again changed hands. The 
new owner was Clark Equipment Com- 
pany Ltd., a large U.S. manufacturer of 
heavy construction machinery. Clark 
Equipment soon concluded that the 
Dundas plant was not everything it had 
hoped for. In fact, by 1974, it too sought 
to sell the Dundas plant, concluding that 
what had become its Industrial Machine- 
ry Division was incompatible with its 
overall operations. It was at this point 
that O & K Orenstein and Koppel made 
its move. 


O & K’s acquisition 


The Foreign Investment Review Act 
having been enacted in 1974, the 
O & K-Clark transaction was subject to 
review. The following is a summary of its 
investment proposal. 

O & K planned to carry out the 
acquisition by establishing a Canadian 
subsidiary under the legal name of 
O & K Orenstein & Koppel of Canada 
Ltd., which was to purchase from Clark 
Equipment of Canada its fixed assets as 
well as the raw materials, work in pro- 
gress and existing orders. The subsidiary 
was to be provided with capital stock of 
$1,250,000 with provision for increases in 
capital stock and shareholders loans for 
the purpose of acquiring machinery and 
equipment. O & K Canada’s activities 
were to be concentrated on two fronts, 
the first being a continuation of Clark’s 
industrial sales Operations, and the 
second being the standard production of 
three models of hydraulic excavators. 
The Dundas facilities had been operating 
at only 30 percent capacity and most of 
this activity was accounted for by manu- 
facturing agreements which were to be 
continued and possibly increased. O & K 
planned to increase the mining equip- 
ment side of operations through partial 
manufacture of bucketwheel excavator 
reclaimers for the huge Syncrude oil- 
sands project in Alberta. 

Before production could be increased, 
however, O & K estimated that major 


capital expenditures would have to be 
made on additional buildings, new 
machinery and revision of lay-out and 
alterations to existing facilities. A dealer 
network was to be set up in Canada and 
the United States, and the company 
estimated that two-thirds of its 
excavators woud be sold in Canada and 
the rest in export markets, principally 
the United States. From a Canadian 
point of view, a key element of O & K’s 
plans was its unqualified intention to 
make O & K Canada fully responsible for 
production, marketing, pricing, pur- 
chasing and financial matters. It should 
be noted that the Government of 
Ontario was eager to help O & K 
because it perceived the acquisition as 
being beneficial to the Dundas firm and, 
indeed, to the community in a wide 
range of ways from employment to new 
technology. In fact, Ontario offered to 
lend O & K $1 million in support of its 
acquisition of the Dundas facilities. 

O & K submitted a set of undertakings 
with its investment application. First, it 
undertook to improve the Dundas 
facilities by renovating existing buildings, 
constructing two new building additions 
and spending $1.5 million on new 
equipment. Another undertaking was to 
maintain current business activities and 
initiate the manufacture of O & K con- 
struction machines. The firm was to fol- 
low planned production development 
which in 5 years would increase sales 
from $7 million to $30 million and 
employment from 200 to 600. It also 
undertook to retain current management 
and consider Canadian financial partici- 
pation of between 25 and 49 percent. 
Finally, it undertook to retain the 
employees currently working at the 
Dundas plant. 

Those were the initial undertakings 
which FIRA reviewed together with the 
investment plan. After negotiation, an 
expanded set of undertakings was 
agreed upon which included a number 
of new and interesting commitments. 
One was that O & K was to move from 
Germany to Canada the partial man- 
ufacture of certain large equipment 
items, such as the bucketwheel 
excavator for Syncrude. Another con- 
cerned sourcing in Canada, particularly 
the purchase of new equipment and new 
materials and parts used in production in 
Canada, if competitive and available. The 
employee related undertaking was 
expanded to ensure that there would be 
no loss of seniority or other benefits. It 
was agreed that no restrictions were to 
be placed on O & K Canada’s freedom 
to export. Futhermore, O & K agreed to 
provide its subsidiary basic research ser- 
vices at no charge and to make the 
Canadian subsidiary responsible for the 
design, testing and production aspects 
of modifying the parent’s products for 
the North American market. Finally O & 
K undertook to transfer technology and 


know-how for the new product line at 
the Dundas plant at a cost not exceeding 
2.5 percent of net sales, for a period of 
15 years. 

The investment was allowed because 
the Government concluded that it would 
be beneficial to Canada in several very 
important respects. The investment, if 
successful, would greatly increase pros- 
pects for employment and utilization of 
materials, parts and components pro- 
duced in Canada, provide considerable 
import replacement and increase export 
potential. Canadian participation was 
guaranteed in the management and dir- 
ection of the firm, and would be consi- 
dered seriously in relation to its equity. 
The planned modernization and. 
reorganization of the Dundas facilities 
would significantly improve their pro- 
ductivity and industrial efficiency. While 
custom fabricating would continue, the 
introduction of proprietary products, 
hydraulic excavators and bucketwheel 
excavators would ensure a more bal- 
anced workload and, consequently, gre- 
ater utilization of the plant. Competition 
would be enhanced in a Canadian mar- 
ket principally supplied by imports for 
these products. Finally, the transaction 
conformed with national and provincial 
economic and industrial policies. 


O & K Canada today 


For the past several years the company 
has concentrated its efforts in two areas: 
the first was to make its Dundas facilities 
as efficient and technologically advanced 
as possible through a programme of 
rationalization and renewal of plant and 
equipment; the second consisted of a 
significant marketing and promotion 
effort aimed at increasing sales, intro- 
ducing new products and, more impor- 
tantly, trying to change the buying habits 
of major users of excavation equipment 
who have traditionally used cable 
equipment in major mining and other 
excavation activities and who are not as 
familiar with fully hydraulic equipment 
such as that produced by O & K. In 
other words, O & K saw a huge potential 
market for its products, which it had to 
develop, and had to gear its Dundas 
facilities to meet the anticipated 
demand. 

“Anticipated demand’, however, has 
been the key expression at O & K 
because actual demand for its products 
in mining and construction has been 
relatively weak. This reflects the soft 
conditions in the construction industry 
and the traditional reliance of North 
American mining on cable systems or 
cable equipment. This situation could 
change radically with the successful 
promotion of O & K’s products and with 
certain major energy initiatives: in par- 
ticular, new non-conventional oil 
developments (bucketwheel excavators), 
the renewed interest in and emphasis on 
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coal (bucketwheel excavators and hyd- 
raulic shovels) and the construction of 
pipelines (excavators and pipeline val- 
ves). In spite of the rather uninspiring 
situation in the construction industry, 

O & K Canada has managed to keep its 
plant humming. Employment has risen 
from approximately 200 in 1974 to well 
over 300 in 1979, and that for a highly 
capital-intensive product line. The U.S. 
market has been a boon to the com- 
Pany, accounting for two thirds of its 
sales. This is largely the result of the 
creation of a sales network in the United 
States run by O & K Orenstein & Koppel 
Inc., which is the firm’s U.S. promotion- 
al arm. 

In the five years since its acquisition of 
the Dundas facilities, O & K has been 
most active on the industrial sales side, 
that is in sub-contracting activities. 
Examples are products such as equip- 
ment for the smelting and refining 
industry (hot metal cars, ladles, casting 
wheels and converters) and custom- 
designed products such as components 
for atomic power plants, steel mills and 
also components for armoured vehicles. 

It is interesting to note how well 
O & K has complied with the undertak- 


ings it gave in 1974. Officials in the 
Department of Industry, Trade and 
Commerce have identified O & K as a 
model foreign-controlled enterprise in 
Canada. One reason is its sourcing poli- 
cy. One government official has stressed 
that, for certain products, O & K could 
not source any more of its components 
in Canada without re-inventing its Ger- 
man technology or moving its home 
manufacturing facilities to Canada. Up to 
65 percent of the components used in 
some of its excavators are produced in 
Canada. It has bought virtually all its 
new equipment and materials in Canada, 
when such materials were available here. 
As undertaken in 1974, O & K has 
given its Canadian subsidiary the free- 
dom it needs to export its products. In 
fact, as previously mentioned, most of 
O & K Canada’s product sales have been 
exports, mainly to the United States. The 
technology-transfer undertaking has 
been honoured and so has the research 
commitment to the point where the sub- 
sidiary has hired and maintained an 
important engineering research staff. 
Futhermore, after the initial participation 
of German managers for the introduc- 
tion of new technology and products at 
the Dundas facilities, more and more of 


Mammoth bucketwheels such as the one above, built by O & K, will help dig out Canada’s buried treasure, the oil in the tar sands. 


the management is now being taken 
over by Canadians. Employees who were 
part of the acquisition in 1974 have kept 
their seniority and other benefits. 
Though employment and sales have not 
increased at the rate anticipated in 1974, 
they have expanded, the former from 
200 to well over 300 and the latter from 
$90,000 (low figure was due to a lengthy 
work stoppage) to over $11,000,000 in 
1978. The other principal undertaking, 
that O & K would consider Canadian 
equity participation of between 25 and 
49 percent, has not been possible to car- 
ry out yet. Considering the very real dif- 
ficulties in the company’s primary mar- 
kets, its performance has been excep- 
tional. 

One of the major observations made 
by members of the German business 
mission in 1979 concerned the abun- 
dance of relatively cheap energy in 
Canada. The importance of O & K’s 
investment will become clearer as Cana- 
da concentrates even more than it has 
on immense energy projects related to 
coal, natural gas and non-conventional 
oil, projects that will require the kind of 
equipment that O & K Canada is ready 
to deliver. 
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Petromont: 
a key to 
Montreal’s 
economic 
future 


by Marie Plante 


Marie Plante is editor of L’investisseur 
étranger. 


The need for rationalizing Canadian industry is no longer 
subject to debate. This is especially true for the petrochemical 
industry which is the foundation stone for a great number of 
other industries. So vital is the role of that industry, as a source 
of feedstocks for so many products, that it could easily be called 
the spinal cord of the economy. The recent creation of Petro- 
mont, a consortium which includes Montreal’s two largest pet- 
rochemical producers and a Quebec provincial government 
agency, is clear evidence that the importance of the petrochemi- 


cal industry is fully recognized. 


In its June 1978 report the Sector Task 
Force Committee on the Canadian pet- 
rochemical industry recommended that a 
concerted effort be made to direct 
investments to the three petrochemical 
centers in Canada, namely the province 
of Alberta, Sarnia (Ontario) and Montreal 
(Quebec). In the eyes of the Committee 
such a strategy would prevent the frag- 
mentation of Canada’s petrochemical 
industry and improve its efficiency 
through the exploitation of existing 
infrastructures and the reduction of 
transportation costs. 


Montreal’s petrochemical 
industry 


Montreal has two major petrochemical 
companies: Gulf Canada Ltd., which 
produces 500 million pounds of ethylene 
a year; and Union Carbide Canadattd., 
which produces ethylene on a smaller 
scale, 150 million pounds a year. 
Together, they supply more than 400 
small and medium-sized local enter- 
prises, particularly in the plastics indus- 
try, as well as Hercules, which is a 
world-scale polypropylene producer. For 
those downstream industries to thrive in 
Montreal, however, would require an 
increasing quantity of feedstocks at 
competitive prices. To understand 
Montreal’s situation better, a brief look 
at the activities of Gulf and Union Car- 
bide would be useful. 

With its petrochemical plant located in 
Varennes, a municipality on the south 
shore of the St. Lawrence River near 
Montreal, Gulf Canada is a subsidiary of 
the Gulf Oil Corporation of the United 
States. The Varennes plant, whose 
naptha supplies are from Gulf’s Mont- 
real-East refineries, produces ethylene, 
propylene as well as butylene, 
butadiene, acetylene and several other 
related derivatives. Approximately 60 
percent of Gulf’s petroleum is domesti- 
cally sourced. Its major market is local 
derivative producers, including Union 
Carbide. Gulf’s feedstocks are used as 
primary petrochemicals for producing 
resins, plastics, adhesives, synthetic 
fibres, solvents, specialty chemical pro- 
ducts and synthetic rubber. Gulf has 200 
employees. 


Union Carbide Canada is a subsidiary 
of the Union Carbide Corporation of 
New York. Its plant is located in the east 
end of Montreal. Its principal primary 
petrochemical production consists of 
ethylene, propylene and other related 
derivatives (polyethylene and glycol). 
Four local refineries supply Union Car- 
bide, namely Imperial Oil, B.P., Gulf and 
Fina. Union Carbide uses a considerable 
proportion of the primary petrochemi- 
cals it produces to manufacture a 
number of semi-finished and finished 
goods. It has 150 employees. 

Without any improvement to the 
structure of Montreal’s petrochemical 
industry, Gulf and Union Carbide might 
have faced an uncertain future. If pro- 
duction were to prove insufficient or its 
price uncompetitive, downstream indus- 
tries would have to rely on alternative 
sources of supply, particularly if they 
wished to expand. But the investment 
necessary to improve the industry's 
structure was very large. One has only to 
consider the construction costs for new 
petrochemical facilities to appreciate the 
financial commitment required. The 
expansion of the Varennes plant alone 
will cost approximately $500 million. 
Another consideration is the relative ini- 
tial costs of constructing plants in 
Montreal compared to the Gulf Coast of 
the United States, where such invest- 
ment is estimated to be 25 percent 
cheaper. This is due principally to the 
high relative costs associated with 
labour, materials and, most importantly, 
climate. The rigour of Canadian winters 
necessitates deeper foundations, heavier 
insulation and better heating systems. 

Neither Gulf nor Union Carbide were 
ready to absorb, on their own, the huge 
costs associated with achieving world- 
scale production. Enter the Quebec 
Government, which was concerned with 
the health of that vital Montreal industry. 
The Government was well aware of the 
fact that what was at stake was not just 
the 350 jobs in Gulf and Union Carbide, 
but the over 20,000 jobs maintained by 
the downstream industries. In fact, it has 
been estimated that for each job in pet- 
rochemicals one can count 17 in primary 
manufacturing and up to 250 in secon- 
dary and other manufacturing. 
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Petrochemicals will enhance Montreal’s economic future. 


Ethylec 


Given these high stakes, the Govern- 
ment of Quebec, through its provincial 
Crown corporation the Société générale 
de financement du Quebec (SGH, 
became actively involved in the discus- 
sions for the consolidation and expan- 
sion of Montreal’s petrochemical indus- 
try. The SGF is one of the Government's 
principal financial and industrial arms. Its 
mandate is to invest in Quebec busines- 
ses in industrial sectors considered vital 
to the economic growth of the province. 
With or without partners, the SGF seeks 
to ensure the survival and growth of 
important businesses on the basis of 
business standards of viability and pro- 
fitability. The SGF is already involved in a 
number of different industries such as 
shipbuilding, electronics, mechanical 
equipment, pulp and paper processing, 
furniture and office equipment. Consis- 
tent with its investment strategy in other 
industries, the SGF formed a new sub- 
Sidiary, Ethylec, which was to be its rep- 
resentative in a projected petrochemical 
consortium which would include Gulf 
and Union Carbide. 


Pétromont 


Gulf, Union Carbide and Ethylec 
undertook extensive discussions on the 
Possibility of forming a consortium to 
integrate the activities of the two pet- 


rochemical firms and increase Montreal’s 
petrochemical production capacity to 
meet the needs of the local market. They 
decided to form the consortium as a 
partnership owned equally by the three 
participants. 

The first phase of the project, financed 
in great part by Ethylec, consisted of 
integrating or rationalizing the activities 
of the two petrochemical firms. In addi- 
tion, a study was to be carried out on 
the economic processing of heavier 
liquid hydrocarbon materials as a way of 
making the firms’ use of crude oil more 
efficient. The second phase was to 
involve the expansion of Gulf’s Varennes 
plant, doubling its production capacity 
and achieving the elusive world-scale 
production level. 


FIRA and Pétromont 


Ethylec is, obviously, Canadian-con- 
trolled, but Gulf and Union Carbide are 
U.S.-controlled firms, which means that 
the Pétromont project was subject to 
review under the provisions of the 
Foreign Investment Review Act. Having 
reviewed the application by the consor- 
tium, the Government concluded that 
the investment would bring significant 
benefits to Canada and, therefore, 
approved it last January. 

Among the more obvious benefits 
were the rationalization and improved 
efficiency of Montreal’s petrochemical 


industry which, ip turn, would ensure 
that downstream industries could count 
on adequate supplies of feedstocks at 
competitive prices. The improved effi- 
ciency of primary petrochemical produc- 
tion would have a beneficial impact on 
employment and industrial possibilities 
downstream. The planned investment in 
the Varennes facilities would inject 
approximately $600 million into the local 
economy, a conservative estimate when 
one considers the multiplier effect of 
such an investment. In addition, the 
possible increased efficiency of 
downstream industries could very well 
increase demand for primary petro- 
chemicals, if not create whole new mar- 
kets for them. It has also been suggested 
that the improved efficiency and viability 
of Montreal’s petrochemical industry 
would, in itself, draw new industries to 
the area. 

The investment was also seen as hav- 
ing a beneficial effect on Canadian par- 
ticipation in Montreal’s petrochemical 
industry. With the SGF’s share of the 
consortium (33 1/3 percent) and existing 
Canadian equity participation in Gulf and 
Union Carbide (25 percent each), Cana- 
dian equity participation in this large 
enterprise amounts to 50 percent. 

The integration or rationalization of 
both production and administrative 
functions will undoubtedly be beneficial. 
World-scale production of a wide variety 
of primary petrochemicals as well as 
intermediaries and derivatives will result 
in significant economies of scale and 
more efficient use of crude oil, which 
together will improve the profitability of 
the business. The expansion plans for 
the Varennes facilities would use the 
latest technology in plant design, which 
is estimated to be 30 percent more ener- 
gy efficient that any plant currently 
operating in Canada. With the participa- 
tion of Gulf and Union Carbide, Pétro- 
mont will have access to results of 
advanced research being carried on by 
the parents of the two subsidiaries. 

The Government of Quebec’s partici- 
pation in the consortium through Ethylec 
(SGF) was a clear indication of its sup- 
port of the investment. The creation of 
Pétromont is consistent with Quebec’s 
economic development strategy, as 
articulated in its 1979 policy document 
Batir le Québec. The policy underlines 
the importance of certain basic indus- 
tries which “are vital economic 
development matrices ... This is true of 
the petrochemical industry.” In fact, 
reference was made in that document to 
the establishment of a consortium like 
Pétromont as a foundation stone for 
Montreal’s petrochemical future. 

Montreal’s petrochemical industry now 
has the tools necessary for increasing its 
efficiency and growth and, with the help 
of Ethylec, joining Sarnia and the pro- 
vince of Alberta as world-scale producers 
of petrochemicals. 
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Are foreign 
subsidiaries 
more 

innovative? 


by Herman P. Bones 


Mr. Bones is a Senior Economist with the Poli- 
cy Research Group, Industry Branch, Ministry 
of State for Science and Technology (MOSST), 
in Ottawa. The views expressed in the paper 
are those of the author and should not be 
attributed to MOSST. This article is a reprint 
from the Summer 1979 issue of the Canadian 
Business REVIEW. 


There are few countries in which the role of foreign invest- 
ment has attracted more attention or generated more controver- 
sy than Canada. As part of the continuing debate on this sub- 
ject, the impact of foreign-controlled firms on domestic innova- 
tive capacity has been a topic of particular interest. And one 
element that often is cited as important concerns the research 
and development activities of foreign-controlled firms. 


Past investigations have generally con- 
cluded ’’... that subsidiaries perform 
either as well as or better than Canadian- 
owned firms in terms of R&D.”? Such 
findings, however, have been based 
either on highly aggregate statistics, 
which do not distinguish Canadian from 
foreign-controlled firms, or on sample 
surveys and case studies, the validity and 
representativeness of which it has been 
difficult to determine. Data allowing 
direct comparisons of the R&D activities 
of Canadian and foreign-controlled firms 
have only recently become available.” 

Analysis of the new data shows that 
more than 80 percent of industrial R&D 
is performed by manufacturing and is 
concentrated in seven key industries — 
aircraft and parts, electrical products, 
petroleum, machinery, chemicals, prim- 
ary metals, and pulp and paper. These 
industries, although accounting for just 
40 percent of manufacturing value 
added, make up 85 percent of manufac- 
turing R&D. In addition, when their R&D 
expenditures are related to overall mea- 
sures of industry size (sales, value 
added), they are the most research- 
intensive (see Table 1). 

Manufacturing also accounts for 60 
percent of all foreign control in the 
economy and it is the only sector, other 
than mining, in which foreign-controlled 
firms are predominant, with the level of 
control reaching’57.7 percent in 1975, 
Foreign control is highest in the most 
research-intensive industries, with 
foreign-controlled firms accounting for 
over 80 percent of sales in 1975. 

The predominance of foreign-control- 
led firms in the research-intensive 
industries does not mean that they are 
necessarily more research-intensive than 
their Canadian-controlled counterparts 
but only that they tend to be concen- 
trated in those industries where most 
R&D is performed. For example, Table 2 
relates the R&D expenditures of Cana- 
dian- and foreign-controlled firms in the 
research-intensive industries to their 


respective level of sales in 1975. Where 
possible, industries have been further 
disaggregated to produce more precise 
results. With one minor exception, these 
data show that even in the most 
research-intensive industries, the R&D 
expenditures of Canadian-controlled 
firms are higher relative to sales than 
their foreign-controlled counterparts. 

Despite their lower R&D-to-sales ratio, 
it would be premature to conclude that 
foreign-controlled firms are less 
technology-intensive than their Cana- 
dian-controlled counterparts. R&D 
expenditures do not account for a 
foreign-controlled company’s access to 
imported technology. The importance to 
subsidiaries of parent technology is 
reflected in their payments to non-resi- 
dents for technology-related services. 
While the notion of ‘‘technology-related 
payments” is imprecise and while there 
often is no explicit charge associated 
with transfers of technology with multi- 
national corporations, the figures that ~ 
are available seem quite striking. Even 
when the analysis is limited to visible 
payments for patents, industrial designs, 
royalties and scientific and research ser- 
vices (which excludes the more general 
categories of engineering services, and 
professional and management services), 
and when these are added to firms’ R&D 
expenditures, the divergence between 
Canadian and foreign-controlled firms 
disappears in a most systematic manner 
(see Table 3). Because of the statistical 
and definitional problems mentioned 
above, probably not too much signifi- 
cance should be attached to the precise 
figures in Table 3. However, they do 
tend to confirm that foreign subsidiaries 
are no less and, in fact, probably more 
technology-intensive than their Cana- 
dian-controlled counterparts, and that 
their access to foreign technology is the 
principal reason for their lower research 
intensity. 

The stronger economic performance 
of Canada’s technology-intensive indus- 
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tries is now well documented. They have 
been shown to have higher aggregate 
rates of growth in output, employment 
and productivity, and lower rates of 
price increases.? In a similar fashion, it 
seems that foreign-controlled firms’ 
access to imported technology gives 
them a competitive edge over their 
Canadian-controlled counterparts. They 


are much larger in size and ’’... labour 
productivity in foreign-owned firms is 
higher (and) ... foreign-owned corpora- 


tions tend to earn higher profits.’’4 

At the same time, foreign-controlled 
firms would appear to export less than 
Canadian-controlled ones. Table 4 com- 
pares U.S.-controlled firms’ share of 
sales and exports in the most research- 
intensive industries and, although data 
are unavailable, it seems reasonable to 
assume that a similar pattern would exist 
for other foreign-controlled firms as 
well. On this basis, it is seen that 
foreign-controlled firms, although 
accounting for almost 75 percent of sales 
in 1970, were responsible for only 35 
percent of exports. 

The poorer export performance of 
foreign-controlled firms may seem 
paradoxical in light of their better profit 
and productivity record. To a large 
extent, this reflects the impact on their 


Pulp and paper 


Primary metals 


Ferrous 


Non-ferrous 
Electrical products 


Machinery 


Business machines 


Other machinery 


Chemicals 
Pharmaceuticals 


Other chemicals 


Aircraft and parts 


Source: Statistics Canada 


Table 2 — Relative sales and R&D by research-intensive industry, 1975 


87.0 
78.6 


14.8 


13-2 
18.3 


Note: The petroleum industry is excluded since the data on R&D by firm group is confidential. 


Table 1 — Foreign control and research intensity by research- 
intensive industry, 1975 


Foreign control R&D/Value added 
of industry sales (total industry) 
% % 


High research intensity 


Aircraft and parts 827 
Electical products 65.6 oy 
Petroleum 96.0 4.6 
Machinery 67.5 3.2 
Chemical products 82.9 25 
Medium research intensity 32.4 4.2 
Primary metals 71 1.8 
Paper and allied 43.6 0.7 
Other manufacturing 51.6 0.3 
Total manufacturing 577 13 


Sou rce: Statistics Canada 


Canadian-controlled 
% Sales % R&D 


Foreign-controlled 
% Sales % R&D 


82.9 17.1 14.0 


13.0 
21.4 


88.8 
85.2 


11.2 
14.8 


113 85.2 88.7 


86.8 
81.7 


70.7 
66.8 


29.3 
33.2 
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Table 3 — Relative “R&D” (including R&D and technology-related 
payments to non-residents) by research-intensive indus- 
try, 1975 


Canadian-controlled firms 


% Sales 


Pulp and paper 
Primary metals 
Electrical products 
Machinery 


Chemicals 


Foreign-controlled firms 


% "R&D" % Sales % "R&D" 


Note: If Northern Telecom were excluded, Canadian-controlled firm’s share of sales 
and “R&D” in Electrical products would be roughly equivalent, about 20 


percent in each case. 
Source: Statistics Canada 


more diversified production activities of 
the historically high levels of tariffs 
imposed on manufactured goods both in 
Canada and abroad. In fact, it has 
recently been shown that Canadian-con- 
trolled firms, because of their more 
limited product range, are generally 
more specialized than their foreign-con- 
trolled counterparts.® The findings in this 
paper indicate that they are also con- 
centrated in relatively less-technology- 
intensive areas. Accordingly, in their 
own product fields, Canadian-controlled 
firms are probably competitive both 
domestically and abroad but, because of 
their greater specialization, the Canadian 
market accounts for a relatively smaller 
proportion of their overall sales. 

There has been a tendency on the part 
of some observers to attribute the more 
fragmented production structure of 
foreign-controlled firms, and their sub- 
sequent lack of exports and R&D, to 
foreign ownership per se instead of 
more fundamental causal factors. It is 
important to note in this context that 
similar variations in product diversifica- 
tion occur among firms even in coun- 
tries where foreign investment is insig- 
nificant. Thus it is unlikely, given the 
small domestic market and significant 
domestic and foreign trade barriers, that 
the behaviour of these more diversified 
firms would be very different, even if 
they were Canadian-controlled and the 
necessary technology had been acquired 
through other channels such as licensing 
agreements and joint ventures. 

Japan is often cited as a case where an 
indigenous innovative capacity has been 
developed by retaining domestic control 
of industry while relying on licensing 


arrangements with foreign firms for 
technology. However, this overlooks the 
fact that the national market in Japan is 
sufficiently large to allow domestic pro- 
ducers to achieve the minimum critical 
size required for meaningful R&D pro- 
grams, despite the existence of trade 
barriers. A strong case can be made that 
the licensing option would have left 
Canada relatively worse off, given its 
small internal market. Licensing agree- 
ments generally preclude exports to a 
much greater degree than parent/sub- 
sidiary relationships, and provide no 
access to other types of foreign expertise 
in areas such as marketing, administra- 
tion, production control and personnel 
training. 

It has been argued in the past, given 
the higher profits and productivity and 
the greater technological intensity of 
foreign-controlled firms, that the sub- 
stitution of more domestic R&D for 
imported technology would be ineffi- 
cient, since Canada would only be du- 
plicating at much greater cost and risk 
that which is already available from 
foreign sources. This fails to recognize, 
however, that the divergence in the 
research activities of Canadian and 
foreign-controlled firms is more than just 
a quantitative one. 

R&D covers a wide range of activities, 
and firms with comparable expenditures 
may be involved in fundamentally differ- 
ent types of work. For example, consid- 
erable emphasis has been placed in pre- 
vious studies on the tendency of foreign 
subsidiaries to use the basic designs and 
processes of their parents, while con- 
centrating their own R&D efforts on 
adapting this technology to the special 


requirements of the small Canadian 
market. In fact, the relationship between 
subsidiaries and their parent corpora- 
tions can vary widely, from one of rela- 
tively complete autonomy to that of 
largely dependent branch plants with 
limited decision-making and policy- 
making authority. Similarly, in the con- 
duct of R&D, examples can be found of 
firms doing relatively independent 
research projects. Despite extensive 
work, therefore, no clear impression has 
emerged of the degree to which R&D 
expenditures of foreign subsidiaries 
reflect adaptation functions, as opposed 
to truly innovative activities, and there is 
even less agreement on what would 
constitute the optimal mix. 

The data now available confirm that 
subsidiaries draw heavily on the 
technology of their parents. Of course, 
access to imported technology does not 
necessarily mean that foreign-controlled 
firms’ R&D expenditures are qualitatively 
different from those of Canadian-con- 
trolled firms. However, the small size of 
most Canadian markets, relative to the 
number of products and production 
runs, has generally been viewed as 
insufficient to support extensive R&D 
programs.® This has led to the observa- 
tion that firms with large R&D expendi- 
tures, although servicing the domestic 
market, must also strongly orient them- 
selves toward export markets. On the 
basis of their export performance, 
therefore, there is little doubt that R&D 
in most subsidiaries is not only quantita- 
tively less, but also qualitatively differ- 
ent. 

Overall, the lack of specialization by 
foreign subsidiaries has tended to 
reduce their level of R&D expenditures 
because domestic sales have generally 
been insufficient to support the R&D 
required to develop new products and 
production techniques. More funda- 
mentally, however, it also affected the 
qualitative make-up of the remaining 
R&D effort, directing it toward adaptive 
functions for the domestic market, as 
opposed to more innovative work aimed 
at exports. 

No country is technologically inde- 
pendent and, because of Canada’s small 
size, imported technology will continue 
to account for a significant part of its 
technological base. However, it seems 
clear from the preceding analysis that 
the net gains from both imported 
technology and domestic R&D per- 
formed by foreign-controlled firms, have 
not been maximized due to insufficient 
opportunities for greater specialization. 

The need for greater rationalization in 
Canadian manufacturing has long been 
recognized. The evaluation of this ques- 
tion, however, has been discussed 
almost exclusively in terms of the free 
trade issue. The proponents of free 
trade, although clearly showing the effi- 
ciency losses inherent in limited scale 
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and specialization, have tended to focus 
on the overall gains in the long run of 
economy-wide tariff cuts. The problem 
with this approach is that it tends to 
ignore the path of adjustment to this 
better position, specifically in terms of 
the impact on those individuals and 
industries who would lose at least in the 
short run as a result of these measures. 

The somewhat narrow perspective of 
the free trade literature is unfortunate 
since the most significant gains from 
increased specialization would occur 
within industries, especially on the part 
of foreign-controlled firms in the 
technology-intensive sector. Of course, 
because the decision by foreign firms to 
locate in Canada has commonly been 
attributed to the influence of tariffs, it 
has often been asserted that trade 
liberalization would result in their 
departure, with Canadian operations 
reverting to a simple distribution func- 
tion for imports. 

This view fails to account for the sig- 
nificant changes which have occurred in 
the Canadian economy over the last 25 
years. A well-educated and highly 
trained labour force, a sophisticated ser- 
vice economy, especially in financial and 
capital markets and in the supporting 
infrastructure of transportation and 
communications, and a relative abun- 
dance of increasingly scarce energy 
sources, especially in hydro-electricity 
and natural gas, combine to give Canada 
a comparative advantage which did not 
exist many years ago. Indeed, mahy 
foreign-controlled firms, as a result of 
tariff reductions in the 1960s, have 
already started to rationalize at least 
parts of their operations, and they are 
becoming more research-intensive and 
export-oriented. 


The further reduction of both domes- 
tic and foreign tariffs, as a result of the 
most recent GATT negotiations, should 
provide additional incentive and oppor- 
tunities for greater rationalization in the 
technology-intensive sector. This is the 
area where tariffs have had their most 
detrimental effect and where the poten- 
tial for export growth is greatest, given 
current trends in international trade. The 
achievement of greater specialization in 
the technology-intensive industries 
would require some restructuring in the 
current pattern of production but, fortu- 
nately, these adjustments could be 
handled largely within existing firms. 
More importantly, however, the benefits 
of increased specialization would be 
clearly visible in the form of overall 
increases in employment and produc- 
tion. 

More efficient use would be made of 
highly qualified manpower, as resources 
now engaged in adapting imported 
technology would be released for more 
innovative work in those fields where 
firms chose to specialize. In this manner, 
access to foreign technology could be 
maintained, but it would act to comple- 
ment and not distort or substitute for 
domestic R&D. In addition, the growth 
in new exports of technology-intensive 
commodities would reduce the current 
account deficit in end products, and the 
overall increase in national productivity 
would act to strengthen even further 
Canada’s international competitive posi- 
tion. 

In brief, it is time to recognize that 
Canada, although benefiting enormously 
as a consumer of technology-intensive 
products, has hardly started to exploit 
the payoff from their production to its 
full potential. 
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Table 4 — Relative export performance in the high research-intensive industries, 1970 


Electrical products 
Machinery 


Chemicals 


TOTAL 


Note: Total exports from these industries accounted for 15 


product exports in 1970. 


US, — 
controlled firms 
% sales 


% exports % sales 


Source: U.S. Tariff Commission and Statistics Canada 


Other foreign- 

controlled firms 

% exports 
(est.) 


All foreign- 
controlled firms 
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percent of all Canadian exports and 40 percent of end 
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Capital investment projects in Canada 


5 SLL a 


Manufacturing industries 


This list shows major capital spending 
projects in progress or firmly committed 
in the manufacturing sector. Except fora 
few small projects of particular interest, 
only projects costing over $10 million are 
included. Information on these projects 
has been obtained from press reports. 
Other sectors will be covered in the next 
issue of the Foreign Investment Review. 
This report was prepared by the staff of 
the Foreign Investment Review Agency 
with the assistance of the Economics 
Department of the Bank of Nova Scotia. 


Capital spending in the manufacturing sector is expected to be particularly strong in 
1980. A recent survey of large firms by Industry, Trade and Commerce showed that firms 
in this sector are expecting to increase their capital expenditures by about 29 percent in 
real terms. The largest increases are likely to be in transportation equipment, primary 
metals and forest products. 

In the forest industry sector, many companies are engaged in very large expansion or 
renovation programs. For example, MacMillan-Bloedel Ltd. recently increased its five- 
year capital spending program to $1.5 billion while Abitibi-Price Inc. will spend $1 billion 
and Crown Zellerbach $300 million in the next five years. Such programs include many 
projects that are not individually large enough to be included in the following list of 
major projects. 

In 1980 capital spending in the transportation equipment sector is expected to be 
double its 1979 level. Of particular importance are the large expenditures by the major 
automotive companies but many manufacturers of automotive parts and accessories 
have also announced expansion projects, though some of them were below $10 million. 

Although major petrochemical projects totalling some $800 million have been com- 
pleted in the past year, new projects continue to be announced for this industry. In 
Alberta the Alberta Gas Ethylene Company, which has only recently completed its 1.2 
billion Ib. per day ethylene plant, announced plans for a second plant of equal size at the 
same location. Alberta Energy Co. plans a new synthetic natural gas plant as well as a 
benzene plant, the latter in partnership with Esso Chemicals Canada. At Sarnia, Ontario, 
Imperial Oil Limited will build a new polyethylene facility. In the Montreal area, the new 
petrochemical joint venture by Gulf Canada Ltd., Union Carbide Canada Ltd. and the 
Société générale de financement du Québec will study the possibility of doubling 
ethylene capacity. 


Company and Completion Cost 
project description date ($million) Location 


British Columbia 


Alcan Smelters and Chemicals Ltd. 


New carbon paste plant 1982 46 Kitimat 
British Columbia Forest Products Ltd. 

Third newsprint machine 1982 150 Crofton 
Crown Zellerbach Canada Ltd. 

New sawmill 1981 46 Coquitlam 

Pulp and paper mill expansion 1982 171 Elk Falls 
Doman Industries Ltd. 

New sawmill 1980 20 Nanaimo 
Evans Products Co. Ltd. 

Expansion, forest products 1986 10 Lillooet 
Finlay Forest Industries Ltd. 

Expansion, pulp mill, new sawmill n.a. 32 MacKenzie 
Lakeland Mills 1973 Ltd. 

Sawmill expansion n.a. als Prince George 
Mayo Forest Products Ltd. 

New sawmill 1980 16 Nanaimo 
MacMillan Bloedel Ltd. 

Newsprint expansion 1981 163 Powell River 

Modernize kraft pulp bleaching n.a. 19 Harmac 

New sawmill 1982 50 Chemainus 

Rebuilding plywood mill 1980 22 Port Alberni 

Modernize newsprint machines 1980 23 Port Alberni 

Pulp mill expansion n.a. 75-220 Nanaimo 
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Northwood Pulp and Timber Ltd. 


Pulp mill 1982 245 Prince George 
Ocelot Industries Ltd. 
New methanol plant 1981 140 Kitimat 
Prince George Pulp & Paper Ltd. and 
Intercontinental Pulp. Co. Ltd. 
Expansion, under study n.a. 150-250 Prince George 
Rayonier Canada Ltd. 
Sawmill modernization 1980 22 Vancouver area 
Improvements, pulpmill 1980 20 Port Alice 
Modernize kraft pulp mill n.a 200 Woodfibre (near 
Squamish) 
Tahsis Co. Ltd. 
Sawmill improvements 1980 20 Tahsis 
Tree Island Steel Co. Ltd. 
New steel rolling mill 1980 50 Richmond 
West Fraser Timber Co. Ltd. and 
Daishowa Canada Ltd. 
New thermo-mechanical pulp mill 1981 70 Quesnel 
Alberta 
Alberta Gas Chemicals Ltd. 
Methanol plant expansion 1982 130 Medicine Hat 
Alberta Gas Ethylene Company Ltd. 
Second ethylene plant 1984 370 near Joffre 
British Columbia Forest Products Ltd. 
Lumber mill 1981 21 Grande Cache 
Sawmill 1982 23 Fox Creek 
Newsprint complex 1985 165 Hurdy 
Canada Cement Lafarge Ltd. 
Cement plant expansion 1980 70 Exshaw 
C-I-L Inc. 
Polyethylene plant expansion 1981 45 Edmonton 
Dow Chemical of Canada Ltd. 
Ethylene glycol plant 1980 95 Fort Saskatchewan 
Esso Chemicals Canada 
Ammonia and urea fertilizer plant 
(planned) 1983 300 Edmonton 
Genstar Ltd. 
Cement plant expansion 1980 78 Edmonton 
Interprovincial Steel & Pipe Corp. Ltd. 
New spiral pipe mill 1981 12 Edmonton 
Liquid Carbonic Canada Ltd. 
Expansion 1980 n.a. Fort Saskatchewan 
Molson Companies Ltd. 
Brewery expansion 1983 24 Edmonton 
Petrochemicals Alberta Project 
Benzene plant n.a 216 Fort Saskatchewan 
Procter & Gamble Co. of Canada 
New sawmill 1980 15 Grande Prairie 
Manitoba — Saskatchewan 
Dominion Bridge Co. Ltd. 
(Manitoba Rolling Mills) 
Expansion, steel rolling mill n.a 6 Selkirk, Man. 
Interprovincial Steel & Pipe Corp. Ltd. . 
Expansion — 1st phase 1980 45 Regina, Sask. 
— 2nd phase 1981 29 Regina, Sask. 
Prince Albert Pulp Co. Ltd. 
Modernization, bleached kraft 
pulp mill 1980 40 Saskatoon, Sask. 
New sodium chlorate plant 1980 8 Saskatoon, Sask. 
Truroc Gypsum Products Ltd. 
Wallboard plant expansion 1980 5 Saskatoon, Sask. 
Versatile Cornat Corporation ee 
Expansion, tractor assembly 1981 26 Winnipeg, Man. 
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Ontario 


Abitibi-Price Inc. 
Replace sulphite mill 
Air Products and Chemicals (Canada) Ltd. 
New air separation plant 
Liquid hydrogen plant 
Algoma Steel Corp., Ltd. 
Heat treating line, plate mill 
Upgrade and expand rail and 
structural mill 
Upgrade hot strip mill 
American Can of Canada Ltd. 
Pollution abatement and modernization 
Canadian International Paper Co. Ltd. 
Expansion, tissue plant 
Consumers Glass Co. Ltd. 
New glass container plant 
Dominion Foundries and Steel Ltd. 
Second hot strip mill 
Galvanizing line 
Dow Chemical of Canada Ltd. 
Expansion, polypropylene glycol plant 
E.B. Eddy Forest Products Ltd. 
Pulp and bleach facilities, 
speciality paper machines and 
other projects 
Erco Industries Ltd. 
Expansion sodium chlorate plant 
Euclid Canada Ltd. 
Expansion 
F.W. Fearman Co. Ltd. 
Addition to meat packing plant 
Firestone Canada Ltd. 
Expansion, steel products plant 
Ford Motor Company of Canada Ltd. 
New engine plant 
Aluminum castings plant 
Fruehauf Trailer Co. of Canada Ltd. 
New plant to manufacture van trailers 
General Motors of Canada Ltd. 
Expansion, transmission plant 
Conversion and expansion 
B.F. Goodrich of Canada Ltd. 
Radial tire plant 
Increased capacity 
Great Lakes Forest Products Ltd. 
Modernization, paper plant 
Hayes-Dana Ltd. 
Expansion, axle plant 
Imperial Oil Ltd. 
Polyethylene plant 
Jannock Corp. Ltd. 
Steel tube mill 
Lake Ontario Steel Co. Ltd. 
Steel plant expansion 
William Neilson Co. Ltd. 
Confectionery plant renovation 
Spruce Falls Power & Paper Co. Ltd. 
Modernization, new thermo-mechanical 
pulp mill, pollution control 
Stanley Steel Co. Ltd. 
Steel plant expansion 
The Steel Company of Canada Ltd. 
New steel plant 
Expansion program 
Union Carbide Canada Ltd. 
Expansion, polyethylene products 
Uniroyal Inc. 
Increased capacity, tire plant 
Westinghouse Canada Ltd. 
Gas and steam turbine components plant 


1980 18 Thunder Bay 
1980 n.a. Nanticoke 
1981 n.a. Sarnia 

24 Sault Ste. Marie 
1981 15 
1982 49 Sault Ste. Marie 
1981 60 Marathon 
1981 36 Toronto 
1980 20 Milton 
1983 350 Hamilton 
1981 40 Hamilton 
1981 al Sarnia 
n.a. 225 Espanola 
n.a 15 Thunder Bay 
1981 [22 Guelph 
1980 10 Burlington 
1981 20 London 
1981 535 Windsor 
1980 44 Windsor 
1980 12 Ingersoll 
sa Av e Sane 
1981 11 Kitchener 
1980 6 Thorold 
n.a. 200 Dryden 
1981 25) Barrie 
1983 100 Sarnia 
1980 19 Toronto 
1980 85 Whitby 
1981 11 Toronto 
1982 88 Kapuskasing 
1980 10 Hamilton 
1982 1250 Nanticoke 
ier 365 Nanticoke, Hamilton 
1981 40 near Sarnia 
1982 23 Kitchener 
1980 30 Renfrew 
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Zymaize Company 
(Redpath Industries Ltd. and John Labatt Ltd.) 
Corn sweetener plant 1980 60 London 


Québec 


Abitibi-Price Inc. 
Conversion to uncoated groundwood 


papers 1980 32 Kénogami 
Alcan Aluminium Ltd. 
New smelter — 1st phase 1980 200 Grande Baie 
— 2nd phase 1981 90 Grande Baie 
— 3rd phase 1982 150 Grande Baie 
Upgrade alumina plant 1982 42 Vaudreuil 
Canada Malting Co. Ltd. 
Malt processing plant 1980 16 Montréal 
Canadair Ltd. 
Assembly plant 1980 25 Dorval 
Canadian International Paper Co. 
Speed up paper machine 1980 19 Gatineau 
Consolidated-Bathurst Ltd. 
New pulp mill 1981 2 Grand’meére 
Renovations, newsprint mill 1980 12 Shawinigan 
Donohue-Normick Inc. 
Newsprint mill 1982 140 Amox 
Finachem Canada Inc. 
Polystyrene plant 1981 is Montréal 
Forex Inc. 
Waferboard plant 1981 18) Val d’Or 
Hercules Canada Ltd. 
Polypropylene film plant 1980 30 Varennes 
Kruger Pulp & Paper Ltd. 
Modernization, newsprint mill 1980 35 Bromptonville 
Modernization, newsprint mill 1980 12 Trois Riviéres 
Normick-Perron Inc. 
Waferboard plant 1980 10 La Sarre 
Ogilvie Mills Ltée 
Mushroom plant 1980 10 near Montréal 
Pratt and Whitney Aircraft of Canada 
Expansion 1980 35 Longueuil 
Rolland Inc. 
Paper machine rebuild n.a. 12 Mont-Rolland 
Expansion, fine paper n.a. 14 St. Jerome 
Sotispro Technologie Ltée 
New dairy products plant n.a. 10 St. Hyacinthe 
Tembec Forest Products Inc. 
Expansion, sulphite pulpmill 1980 1p Temiscaming 


Atlantic Provinces 


Abitibi-Price Inc. 


Conversion to newsprint production 1981 60 Stephenville, Nfld. 
Bowater Newfoundland Ltd. 

Improvements, newsprint mill 1980 10 Corner Brook, Nfld. 
MacMillan Rothesay Ltd. 

Improvements, newsprint mill 1980 11 Saint John, N.B. 
Michelin Tires (Canada) Ltd. 

Expansion n.a, 100 Granton,N.S. ; 

and new tire plant (planned) Bridgewater, N.S. 


Waterville, N.S. 


New Brunswick International Paper Co. 


Expansion, newsprint mill n.a. 125 Dalhousie, N.B. 


n.a. — not available 


FOREIGN INVESTMENT REVIEW — Spring 1980 


20. 


Industrial incentives 
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Federal 
incentives 


Over the years the federal government has developed a system 
of incentives that generally foster a number of economic objec- 
tives such as regional development, industrial expansion, interna- 
tional competitiveness, and research and development. These 
incentives are also designed to stimulate business capital spending 
and investor confidence. Below is a brief outline of those prog- 


rams. 


Department of Finance 


Investment tax credit 


An investment tax credit, which varies 
regionally from 7 percent to 20 percent, is 
available as a direct reduction from feder- 
al tax payable. This credit reduces the cost 
of most new buildings, machinery and 
equipment used principally in Canada in 
manufacturing and processing. In 1978 it 
was extended to expenditures on scien- 
tific research and development and to 
investment in equipment for rail, air, 
water and long-haul transport used prin- 
cipally for the purposes of transportation 
within or to and from Canada. The credit 
is limited in any one year to $15,000 plus 
one half the federal tax payable in excess 
of $15,000, but any unused credits may be 
carried forward for 5 years, subject to the 
same annual limits. In 1978, this tax credit 
was extended indefinitely beyond its 
scheduled expiry date. 


Research and development 
incentives 


The investment tax credit for R&D 
expenditures is 20 percent in the Atlantic 
Provinces and 10 percent in the rest of 
Canada, while small businesses are 
allowed a special R&D tax credit of 25 
percent. In addition to writing off 100 
percent of current and capital expendi- 
tures for R&D, taxpayers can deduct from 
their income a further 50 percent of any 
increase in such expenditure over the 
average level of the previous three years. 


Accelerated capital cost 
allowance for manufacturing and 
processing industries 


Taxpayers may charge 50 percent 
straight-line depreciation on most new 
machinery and equipment for use in 
manufacturing and processing in Canada 
(including heavy-oil upgrading), thus 
writing off such assets in two years. 


Inventory allowance 


In recognition of the distortion of busi- 
ness income from inventory inflation, 
three percent of the opening cost of 
inventories (except real property and 
goods not for resale) can be deducted in 
calculating business income. 


Special rate for corporate 
manufacturing and processing 
profits 


A special rate of tax on manufacturing 
and processing activities carried on in 
Canada (including heavy-oil upgrading) 
reduces the general rate on corporate 
profits from 36 percent to 30 percent. 
Provincial corporate tax rates ranging 
from 10 percent to 15 percent are levied in 
addition to the applicable federal rate. 
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Special tax rates for incorporated 
small businesses 


Small Canadian-controlled private cor- 
porations are accorded lower income tax 
rates on active business income derived 
from activities carried on in Canada. The 
federal rate is 10 percent in man ufacturing 
and processing industries and 15 percent 
in other activities. Provincial corporate tax 
rates ranging from 5 percent to 12 percent 
of income are levied in addition to the 
applicable federal rate. 


Employment tax credit 


Employers hiring workers to fill newly 
created jobs which are additional to their 
normal work force may be entitled to a tax 
credit which varies regionally. 


Department of Regional 
Economic Expansion 


Development incentives for 
designated regions 


The Department offers cash incentives 
to firms that establish themselves, expand 
or modernize their installations in the 
following designated regions: New- 
foundland, Nova Scotia, New Brunswick, 
Prince Edward Island, Northwest Ter- 
ritories, Quebec (except for the Montreal 
region which is discussed later), Northern 
Ontario, Northern Alberta and British 
Columbia. 

Most manufacturing and processing 
firms are eligible for the development 
incentives and loan guarantees. Facilities 
for primary processing — oil refining and 
certain pulp and paper industry activities 
—and commercial facilities are not eligi- 
ble. However, loan guarantees may be 
offered to business offices, warehousing 
and freight handling facilities, shopping 
centres, convention facilities, hotels and 
motels, recreation centres and research 
establishments. 

Incentives for the construction of new 
facilities or the expansion of existing ones 
to produce new products are provided in 
the following way: a) 25 percent of 
approved capital costs plus $5,000 a pro- 
ject and b) $30,000 for each job created. 
Incentives for modernizing facilities or 
increasing production capacity are equal 
to 20 percent of the investment. The 
Department guarantees loans to service 
firms in order to help them obtain favor- 
able financing terms. Contact: Industrial 
Incentives Branch, Department of Re- 
gional Economic Expansion, Ottawa, 
Ontario, Canada K1A 0M4. 


Incentives for Montreal as a 
designated region 


The Department also has an incentive 
program for businesses wanting to estab- 
lish themselves in the Montreal region. 
The incentives are based on approved 
capital costs. The amount offered varies 
with the nature and location of the pro- 
ject. The maximum level of an incentive is 
25 percent of the approved capital costs. 

Only the industries involved in the fol- 
lowing activities are eligible for the incen- 
tives: food industries dealing in prepared 
and quick frozen foods; metal, electrical 
and plastic products; metal fabricating; 
machinery; transportation equipment; 
chemicals and chemical products; scien- 
tific and professional equipment; miscel- 
laneous manufacturing; and research and 
development, including research centers. 
A minimum investment of $200,000 is 
required. Contact: Department of Re- 
gional Economic Expansion, Tour de la 
Bourse, 300 Place Victoria, P.O. Box 247, 
Montreal, Quebec, Canada H4Z 1E8. 


Department of Industry, 
Trade and Commerce 


Enterprise Development Program 
(EDP) 


This program assists small- and 
medium-sized manufacturing and proces- 
sing businesses to become more viable 
and internationally competitive. Intro- 
duced three years ago, the program is 
expected to provide about $1.3 billion to 
Canadian business over the next five 
years. 

In order to receive assistance, the 
applicant must prepare and submit a plan 
that shows how the project will affect the 
firm’s viability. EDP officers analyse the 
firm’s resources (human, financial, physi- 
cal and technological), the potential and 
limits of the market, and the plans for 
deploying the resources and penetrating 
the Canadian and foreign markets. The 
results of the analysis are submitted for 
approval to the Enterprise Development 
Board, which is composed of 
businessmen and public servants. 

The two main forms of assistance are 
cost-sharing and loan insurance. Cost- 
sharing is available for marketing and 
productivity studies, and innovation and 
design projects. Loan insurance is gener- 
ally used for the expansion or moderniza- 
tion of facilities, working capital, mergers 
and acquisitions. 

The eligibility criteria focus on the via- 
bility of the firm and project and on the 


firm’s ability to finance its projects. As for 
cost-sharing, the activities must represent 
a heavy financial burden for the firm when 
compared with its resources. Loan insur- 
ance is provided on a last-resort basis to 
firms unable to obtain debt capital on 
reasonable terms and conditions. Firms 
seeking loan insurance must have called 
upon other institutions such as the Feder- 
al Business Development Bank before 
applying to the Department. 

Manufacturing and processing firms are 
generally eligible for all forms of assis- 
tance offered by the program. Firms in the 
service sector can obtain loan insurance if 
they can demonstrate that their services 
will produce a direct, tangible and sub- 
stantial benefit for manufacturing and 
processing firms. 


Special assistance to general and 
special trade contractors 


The program provides an extension of 
EDP loan insurance and other benefits to 
general and special trade contractors, 
especially those who want to improve 
their position on the international market 
and who are interested in constructing 
turnkey operations. It is designed to help 
Canadian firms to modernize facilities, 
re-equip themselves and even merge with 
other firms in order to bid competitively 
for large foreign capital projects. Contact: 
Enterprise Development Board, Depart- 
ment of Industry, Trade and Commerce, 
235 Queen Street, Ottawa, Ontario, 
Canada K1A 0H5 


Program for Export Market 
Development (PEMD) 


The purpose of the program is to help 
Canadian suppliers penetrate new export 
markets or increase their exports. Finan- 
cial assistance is provided in the form of a 
repayable loan (in the event of success) 
for eligible expenses: 1) when a firm pre- 
sents bids involving unusually large and 
complex capital expenditures; 2) in cases 
of exceptional international competition; 
and 3) for establishing a consortium to 
respond to demand in foreign markets. 

The program has five sections offering a 
wide range of assistance designed to meet 
the needs of industry. The program 
encourages participation in major projects 
abroad, export market identification or 
adjustment, trade fairs abroad, trips to 
Canada by potential buyers and the for- 
mation of export consortia. About 2,000 
firms use this assistance program each 
year. Contact: Program for Export Market 
Development, Department of Industry, 
Trade and Commerce, 235 Queen Street, 
Ottawa, Ontario, Canada K1A OHS. 
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Small Business Loans Act 


Department of Industry, Trade and 
Commerce guarantees loans made to 
small businesses whose gross annual 
income does not exceed $1.5 million 
during the year in which the loan is made 
or, in the case of a new firm, if the 
estimated income in the first financial 
period — at least 55 weeks — does not 
exceed $1.5 million. 

All chartered banks, Alberta Treasury 
Branches and designated financial institu- 
tions — credit unions, trust, loan, insur- 
ance and finance companies — are 
authorized to make loans under the provi- 
sions of the Act. 

Loans may be authorized to finance the 
cost of stationary and transportation 
equipment, of buildings and land neces- 
sary for operating a commercial venture 
and construction, installation, renovation, 
improvement or modernization of 
facilities. 

The maximum rate of interest payable 
on SBLA loans is one percent over the 
prime lending rates of the chartered 
banks. The repayment period may not 
exceed 10 years. The terms of the loan are 
settled between the lender and the 
applicant without prior reference to the 
government. The amount to be repaid 
may not exceed $75,000 and the applicants 
must invest a reasonable portion of the 
purchasing cost out of their own 
resources. Contact: Bank manager or the 
Department of Industry, Trade and Com- 
merce, 235 Queen Street, Ottawa, 
Ontario, Canada K1A 0H5. 


Machinery Program 


This program provides for the remission 
of customs duties on imports of machine- 
ry not manufactured in Canada but of vital 
importance for the firm. Contact: Machin- 
ery and Equipment Advisory Board, 
Department of Industry, Trade and Com- 
merce, 235 Queen Street, Ottawa, 
Ontatio, Canada K1A 0H5. 


Other programs 


Other programs have been developed 
for shipbuilding, trade fairs and missions, 
defence production, footwear and tan- 
ning, fashion, and export growth and 
development. Contact: Department of 
Industry, Trade and Commerce, 235 
Queen Street, Ottawa, Ontario, Canada 
K1A 0HS5. 


Export Development 
Corporation (EDC) 


The Corporation provides financial 
assistance for Canadian export business 


by means of insurance, loans, guarantees 
and other services. The value of EDC’s 
financial assistance amounts to billions of 
dollars a year. 

The EDC has extensive powers for 
helping all firms in Canada, regardless of 
size, insuring them against non-payment 
by foreign buyers of Canadian goods and 
services in almost all export sectors. 

Through its ‘’Risk Protection” insur- 
ance, the EDC can insure financial institu- 
tions against calls on surety instruments 
provided on behalf of Canadian exporters 
and can insure consortium members 
against the possibility of non-performance 
by another member of the consortium. 
The EDC also extends long-term loans, or 
guaranteed loans, to foreign buyers of 
Canadian goods and services. These loans 
are arranged in the private sector with 
interest rates which are the most com- 
petitive possible in the international mar- 
ket. The EDC offers this service when the 
foreign buyer needs long-term (5 years or 
more) credit but cannot obtain it from 
private sources. 

The EDC can insure Canadian firms 
investing abroad against political risks, 
including losses or damages resulting 
from expropriation, insurrection, war or 
the impossibility of converting profits or 
capital. Almost any interest an individual 
or firm can have in a business concern 
abroad is insurable, including shares, 
loans, contracts for administrative or 
technical services, royalties and licensing 
agreements. However, only new invest- 
ments in developing countries are eligible 
for insurance at the present time, the 
main condition being that the investor 
maximize the benefits to be derived by 
Canada and the host country. Contact: 
Export Development Corporation, 110 
O’Connor Street, Ottawa, Ontario, Cana- 
da K1P 5719. 


Federal Business 
Development Bank 


The Federal Business Development 
Bank, a Crown corporation, offers finan- 
cial assistance to businesses who cannot 
find it elsewhere on reasonable terms and 
conditions. The Bank is directed to give 
particular consideration to the needs of 
small businesses. 

The Bank’s assistance may take the form 
of loans, loan guarantees, share capital or 
a combination of these, according to what 
best suits the special needs of the firm. 
The loans, normally guaranteed against 
fixed assets, are extended at market rates. 
As for the share-capital program, the Bank 
usually takes a minority position and 
agrees to have its shares bought back on 
suitable terms. 


Most of the Bank’s customers spend the 
money they obtain in purchasing land, 
buildings or equipment. Others use it to 
augment their firm’s working capital, to 
start up new firms or for other purposes. 

In addition to financial assistance, the 
Federal Business Development Bank 
offers a management consulting, man- 
agement training and information service 
to small businesses. Contact: Federal 
Business Development Bank, 901 Victoria 
Square, Montreal, Quebec, Canada H3C 
S85 


Canadian Commercial 
Corporation (CCC) 


Each year, the CCC helps more than 400 
Canadian firms make transactions abroad 
involving a wide range of products from 
advanced electronics systems to commer- 
cial supplies of every description. A good 
many of these purchases are destined for 
aid programs of the Canadian Internation- 
al Development Agency (CIDA). 

In many cases, the CCC is able to link 
Canadian suppliers with the purchasing 
services of foreign governments and 
international agencies, which are signifi- 
cant markets for Canadian firms. 
Thousands of bids can be submitted in 
this way each year. Contact: Canadian 
Commercial Corporation, 110 O’Connor 
Street, Ottawa, Ontario, Canada K1A 0S6. 


National Research Council 
(NRC) 


Industrial Research Assistance 
Program (IRAP) 


Through this program the National 
Research Council analyses research pro- 
jects submitted by industry and shares the 
cost of selected research projects. Con- 
tact: National Research Council, Montreal 
Road, Ottawa, Ontario, Canada K1A OR6. 


Pilot Industry/Laboratory 
Program (PILP) 


This is a shared-cost program between 
NRC laboratories and industrial firms. 
Contact: National Research Council, 
Montreal Road, Ottawa, Ontario, Canada 
K1A OR6. 
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REVIEWABLE ACQUISITION Table 1 — Outcome or status 
CASES* 
1975 1976 SL 1978 1979 
Reviewable new cases 166 171 261 360 380 
Carryover from previous period 52 54 65 73 106 
Total of above 218 225 326 433 486 
Total resolved 164 160 253 327 372 
Allowed 116 124 231 282 320 
Disallowed 21 19 12 28 24 
Withdrawn 27 17 10 17 28 
Carried over to next period 54 65 73 106 114 
Allowed cases as percent of resolved (%) 71 78 91 86 86 
Value of assets, all cases ($000,000) 1,070 1,069 1,145 4,491 4,050 


Table 2 — Country of control 


1975 1976 1977 1978 1979 
Total 166 171 261 360 380 
United States 116 109 171 243 248 
United Kingdom 15 23 40 47 52 
Other Europe 27 34 41 52 68 
Austria - E = = 1 
Belgium 2 1 2 1 2 
Denmark 2 a 2 1 1 
Finland : 4 E “i 2 
France 6 6 6 5 9 
Germany, West 2 10 15 iW 22 
Greece - 2 - A 1 
Italy » 1 3 1 2 
Liechtenstein 2 - - 1 1 
Luxembourg = 3 : 1 
Netherlands 5 2 4 8 6 
Norway 1 - = 1 
Spain - - : = 1 
Sweden 2 9 2D if 13 
Switzerland 5 4 y 9 7 
All other 8 5 9 18 12 
Australia 1 - 1 3 
Bermuda 2 1 - - 1 
Japan Ds 3 3 i 2 
Others 3 1 5 11 6 
Allowed cases as percent of resolved % % % % % 
United States Tel. 73 91 87 85 
United Kingdom 79 82 95 78 89 
Other Europe 50 86 90 89 88 
All other 30 100 80 80 93 
Table 3 — Industrial sector 
1975 1976 1977 1978 1979 
Total 166 al 261 360 380 
Primary 18 15 20 30 29 
Agriculture, fishing and trapping 1 2 5 4 
Forestry 1 : 1 1 - 
Mines, quarries, oil wells 16 1133 15 24 25 
Manufacturing 82 93 108 161 178 
Food, beverage and tobacco 11 9 5 15 14 
Rubber, plastic and leather 3 + 6 12 5 
Textiles, knitting and clothing 3 3 5 4 14 
Wood, furniture and paper 10 7 12 14 10 
Printing, publishing, and allied 3 1 2 4 5 
Primary metal and metal fabrication 9 Ag 2 20 34 
Machinery and transport equipment 17 7 14 27 43 
Electrical products 9 flit 12 16 20 
Non metallic mineral products 3 9 5 8 4 
Petroleum and coal products - 2 1 1 4 
Chemical 11 15 10 22 17 
Miscellaneous 3 6 14 18 11 
Construction and services 66 63 133 169 173 
Construction 2 2 3 1 6 
Transportation, communications, utilities 6 9 10 11 9 
Trade 37; 38 72 102 93 
Finance, insurance, real estate 14 8 15 19 12 
Community, business, personal services i 6 33 36 53 


*Provision for review of acquisitions came into force April 9, 1974. 
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REVI EWABLE NEW Table 4 — Outcome or status 


* 

BUSINESS CASES 1975 1976 1977 1978 1979 
Reviewable new cases 6 196 328 331 379 
Carryover from previous period = 6 58 52 64 
Total of above 6 202 386 383 443 
Total resolved - 144 334 319 372 

Allowed - dS 297 VHS 322 
Disallowed - 9 422 21 22 
Withdrawn - 20 25 25 28 
Carried over to next period 6 58 52 64 71 
Allowed cases as percent of resolved (%) - 80 89 86 87 
Planned investment, all cases ($000,000) 5 324 803 323 202 
Table 5 — Country of control 
1975 1976 1977 1978 1979 
Total 6 196 328 331 379 
United States 4 90 184 193 205 
United Kingdom - 22. 30 26 45 
Other Europe 1 63 85 80 82 
Austria - - - 3 - 
Belgium - 1 - 1 5 
Denmark - 5 6 4 PD 
Finland - 1 if { Wi 
France - 9 Wa 16 15 
Germany, West - 22 26 18 19 
Greece - - 1 1 - 
Ireland - - - 1 1 
Italy 1 9 10 10 6 
Liechtenstein - 2 - - - 
Luxembourg - - - 1 - 
Monaco - - 1 - - 
Netherlands - 2 3 1 4 
Norway = = 3 3 i 
Portugal - - - 1 - 
Spain - 1 - 2 if 
Sweden - 3 9 5 6 
Switzerland - 8 8 12 15 
All other 1 Ds 29 32 47 
Australia - 2 3 3 2 
Hong Kong = 3 3 3 4 
India - 3 1 1 il 
Japan - 4 10 6 17 
Others 1 9 12: 19 23 
Allowed cases as percent of resolved % % % % % 
United States - 1B 88 86 86 
United Kingdom - 93 82 85 oD, 
Other Europe i - 80 95 87 88 
All other - 91 81 79) 83 
Table 6 — Industrial sector 
1975 1976 1977 1978 1979 
Total 6 196 328 Soil 379 
Primary - 12. 22, 27 16 
Agriculture, fishing and trapping - 2 6 2 - 
Forestry = 2 2 2 1 
Mines, quarries, oil wells - 10 14 23 15 
Manufacturing 2 67 94 99 100 
Food, beverage and tobacco 3 i 6 11 
Rubber, plastic and leather - 4 5 5 9 
Textiles, knitting and clothing : 4 9 5 8 
Wood, furniture and paper f 5 5 6 9 
Printing, publishing, and allied - - - 4 5 
Primary metal and metal fabrication 1 15 19 12 13 
Machinery and transport equipment < 6 19 19 20 
Electrical products - 7 5 7 8 
Non metallic mineral products - 3 5 6 1 
Petroleum and coal products - - - 2 
Chemical - 6 3 6 7 
Miscellaneous - 14 17 23 9 
Construction and services 4 alia 212 205 263 
Construction - 4 + 14 {22 
Transportation, communications, utilities 1 10 5 “lal 11 
Trade 1 68 133 102 156 
Finance, insurance, real estate 4 10 16 11 14 
Community, business, personal services 1 25 54 67 70 


*Provisions for review of new businesses came into force October 15, 1975. 
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Mr. Gray is seen here with Mr. Rokusuke Tanaka, Minister of International Trade and Industry. 


Mr. Gray’s visit to Japan 


Arriving in Japan in August, only two 
months after Canadian and Japanese busi- 
ness representatives met in Kyoto at the 
third joint Japan-Canada Businessmen’s 
Conference, the Honourable Herb Gray 
undertook an ambitious series of meetings 
with Japanese government and business 
representatives. The Minister covered a 
wide range of investment and trade issues 
including energy, increased access to the 
Japanese market for Canadian manufac- 
tured goods and Japanese investment in 
Canada. In fact, most of the issues consid- 
ered during the Minister’s visit had been 
the object of considerable discussion at 
the Kyoto conference. 

At the top of the policy issues was the 
Foreign Investment Review Act, which 
some Japanese businessmen still view as a 
policy designed to block U.S. investment 
in Canada and consequently to reduce 
Canada’s dependence on US. capital. 

Mr. E. Hashimoto, who was the head of 
the Japanese delegation at the May con- 
ference, made comments which were very 
representative of that view of the Act in 
his closing remarks: ‘“According to our 
interpretation, the Act was legislation for 
the purpose of breaking away from the 
excessively heavy influence of U.S. capital 
on Canada’s economy.” He complained 
that in spite of the relatively small in- 
fluence of Japanese business on Canada’s 
economy, Japanese investments “... are 

_ subject to strictly uniform screening 
on the same basis at U.S. investments 
in... applying the Act.’” Mr. Hashimoto’s 


comments on “strictly uniform screening” 
reinforce what Canada has been saying for 
a long time; that its foreign investment 
policy is non-discriminatory and that all 
investment proposals are decided on the 
same basis. 

In a speech which he delivered to the 
Keidanren business group, Mr. Gray 
pointed out that Canada was interested in 
any investment that brings net benefits to 
this country. He also referred to the fact 
that most countries have an investment 
screening mechanism of one form or 
another and that Canada’s policy was 
created for the same purpose as that of 
other countries, including Japan. 

In that same speech, the Minister dis- 
cussed the future of Canadian foreign in- 
vestment policy, especially three new 
measures that are under active consider- 
ation by the federal government. Briefly 
stated, the first measure provides for the 
periodic performance review of the activ- 
ities of large multinationals in Canada. 
The second would make possible the pub- 
lication of major acquisition proposals by 
foreign firms prior to a decision being 
made by the Government to allow or dis- 
allow them. The third measure would 
involve the provision of financial assist- 
ance to Canadian companies wishing to 
repatriate assets under foreign control or 
to bid for ownership or control of com- 
panies in Canada which are the object of 
takeover offers by non-Canadians. 

Mr. Gray underlined that these meas- 
ures, in fact Canada’s foreign investment 
policy, were closely allied to the federal 
government's industrial policy, the main 


objectives of which are the following: to 
make it possible for Canada to take 
advantage of opportunities opening up, to 
promote the development of strong Cana- 
dian-owned businesses; to ensure that the 
activities of large foreign multinationals 
contribute to Canada’s industrial goals; to 
encourage the growth and competitiveness 
of Canadian business; and to draw maxi- 
mum benefit from foreign investments al- 
ready in Canada. 

The Minister summarized the new mes- 
ures by saying that they were designed to 
strengthen the Canadian economy and to 
show foreign investors how they can con- 
tribute to improving Canada’s industrial 
and economic performance. 


Capital investment expected to 
rise 


Capital spending in Canada is expected 
to increase significantly in 1980, according 
to three surveys released last Spring. Sta- 
tistics Canada, the Government of Can- 
ada’s official statistics agency, the federal 
Department of Industry, Trade and Com- 
merce, and the Conference Board in Can- 
ada, an independent research organiza- 
tion, all reached this conclusion after 
having carried out independent surveys on 
capital investment plans and attitudes. 

Statistics Canada estimated that the 
total capital expenditures would be $64.3 
billion in 1980, an increase of 12 percent 
over 1979. This improvement will be most- 
ly due to a 17-percent increase in business 
spending. In particular, large increases are 
expected in oil and gas, mining and in cer- 
tain manufacturing industries. On the 
other hand, capital expenditures by 
governments and institutions are expected 
to increase by only 6 percent, much less 
than the anticipated rate of inflation. 

The federal Department of Industry, 
Trade and Commerce’s survey of 300 
major corporations noted that real capital 
spending by these companies is expected 
to increase by 15 percent in 1980 to $25 
billion, which is about half a billion 
dollars more than had been estimated six 
months earlier. The manufacturing sector, 
especially transportation equipment, pri- 
mary metals and forest products, is ex- 
pected to be responsible for most of the 
growth, with an expected increase in real 
terms of 36 percent. In non-manufacturing 
industries, strong increases are anticipated 
in oil and gas pipelines as well as in 
mining. Also of interest in the Depart- 
ment’s survey is that the rate of increase 
in capital spending by foreign-controlled 
firms (22 percent) in Canada is expected to 
be twice as high as that of Canadian-con- 
trolled firms (11 percent) in 1980. From the 
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survey figures, the Department estimated 
that, for the economy as a whole, 1980 
business spending on new plant and equip- 
ment may be up by 5 to 7 percent in real 
terms. 

According to the second quarter survey 
of the Conference Board in Canada, opin- 
ion was divided among the 200 or so chief 
executive officers regularly surveyed as 
to whether or not it was a good time to 
invest in new plant and equipment. In 
fact, while just over 35 percent of those 
surveyed felt that it was a good time, 37 
percent did not. The other respondents 
could not state one way or the other any 
definite opinion. This contrasts rather 
sharply with a year ago when close to 60 
percent of the respondents felt that it was 
a good time to undertake such expen- 
ditures in the second quarter. Higher inter- 
est rates and weaker market demand seem 
to be the major factors behind the change 
of attitude in the second quarter of 1980. 


Foreign direct investment in 
industrial countries 


The importance of two-way direct in- 
vestment between the major industrial 
countries has been emphasized in two 
recent studies, one by the Conference 
Board (Multinational Corporations and 
Developing Countries) and the other by 
the Federal Reserve Bank of New York 
(FRBNY) in its Quarterly Review. Not only 
are the industrial countries the main 
source of investment funds for other in- 
dustrial countries, accounting for some 
90 percent of the total in countries stud- 
ied by FRBNY, but an increasing share of 
their foreign investment is directed 
towards each other. The Conference Board 
shows that between 1967 and 1975 devel- 
oped countries’ share of the total stock of 
foreign direct investment by developed 
countries increased from 69 percent to 
74 percent. 

As a result, foreign-controlled firms 
have become an increasingly important 
factor in the economies of many of the 
developed countries. Their importance is 
greater even than the book value of their 
investment would suggest because a high 
Proportion of their investment is financed 
from sources other than the parent com- 
Pany. According to the FRBNY, foreign- 
controlled companies account for some 
20 percent of total sales or output in Ger- 
many, France and the U.K. and about 
5 percent in Japan and the United States. 
In Canada, where foreign investment has 
long played a major role, the proportion is 
about 60 percent. In all countries, the 


_ areas of greatest foreign influence are the 
_ high-technology industries, petroleum, 


chemicals, rubber, transport equipment, 
electrical machinery and other engineering 
— industries in which multinational enter- 
prises are able to achieve economies of 
scale in production and distribution. 

The FRBNY notes that major industrial- 
ized countries are developing policies on 
foreign direct investment that are increas- 
ingly similar, though some differences 
remain. It points out that all countries re- 
strict foreign investment to some extent 
and most “’... seem to follow ... con- 
flicting principles of encouraging invest- 
ment in weak sectors ... or in industries 
where domestic investment is inadequate, 
while resisting increased foreign domi- 
nance of any important industry.” 

The FRBNY underlined the fact, how- 
ever, that in spite of a growing similarity 
of policies a number of difficult problems 
remain to be solved, namely the ”... har- 
monization of industrial subsidy programs 
as well as the regulatory treatment of mul- 
tinational corporations.”” The FRBNY 
believes that effective and sustained 
cooperation between governments and in- 
ternational agencies will be needed to 
resolve such questions. 


Deadline for regional develop- 
ment incentives extended 


The requirement that projects assisted 
under the Regional Development Incen- 
tives Act must be in commercial operation 
by the end of 1981 has been changed and 
the deadline extended to December 31, 
1984. This was the second time the pro- 
gram’s deadline has been extended, the 
first being in 1975. 

The extension, passed by an Act of Par- 
liament on July 10, allows the Department 
of Regional Economic Expansion to con- 
tinue offering incentives, primarily in the 
form of grants, to qualified manufacturing 
and processing firms for the establish- 
ment, expansion or modernization of 
plants in regions designated under the Act. 

The extension also enables industry to 
continue to take advantage of the Depart- 
ment of Finance’s Investment Tax Credit 
program, which complements the DREE 
program by providing higher benefits in 
designated regions. 


Ontario introduces buy-back 
program 


Last June, the Government of Ontario 
announced that it would help Canadians 
buy foreign-controlled branch plants that 
would otherwise be closed down or sold 
to foreign investors. This assistance will 
consist of up to $500,000 in direct loans 
and $1 million in loan guarantees which 


will be provided to Canadian-owned or 
Canadian-controlled companies, Canadian 
investment groups or Canadian employee- 
Management groups. 

Applicants will be required to demon- 
strate that the target-firm is viable and 
that they are prepared to make a sizeable 
investment themselves, that is at least 10 
percent of the purchase price. Employee- 
management groups will receive a high 
priority in this program. The funds will be 
made available through the Ontario De- 
velopment Corporation, the Northern 
Ontario Development Corporation and the 
Eastern Ontario Development Corporation. 

In announcing the program, the Govern- 
ment emphasized that it will be highly 
selective and that it will apply tough 
commercial standards to applications in- 
cluding market potential, long-term 
viability, technological competitiveness 
and management capabilities. 


Nova Scotia helps small 
businesses 


In late June the Government of Nova 
Scotia introduced two new programs 
which are designed to help small busi- 
nesses in their export marketing efforts 
and in making their operations more effi- 
cient. 

The first is the Market Agent Program, a 
one-year pilot project, which will provide 
50 percent of the expenses of a marketing 
agent for groups of small businesses. The 
program will place the resources of a mar- 
keting agent at the disposal of companies 
with complementary products who have 
shown a commitment to strengthen their 
marketing efforts by banding together. It 
is hoped that this program will substan- 
tially boost exporting by firms which 
otherwise lack the resources to penetrate 
markets outside the province. 

The second program, called the Consult- 
ing Assistance Program, will provide gov- 
ernment financial assistance for sharing 
the costs of professional consultants hired 
by small businesses to diagnose opera- 
tional problems, recommend solutions and 
help implement them in such areas as fi- 
nancial systems, marketing and manage- 
ment planning. For new enterprises, the 
program will cost-share the hiring of con- 
sultants to prepare an assessment of the 
viability of a business proposal or a busi- 
ness plan. 

The program will fund up to 75 percent 
of the costs of the consulting services, to 
a maximum contribution of $2,000. Assist- 
ance will be available to new and existing 
small firms engaged in goods producing, 
business services, construction and tourism 
related services. 
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Canada’s forest 
products 
industry 


by Jim Lyon 


Jim Lyon is a writer for the Financial Post in 
Vancouver. 


The forest industry has played a crucial role in shaping modern 
day Canada. It has been responsible for the creation of towns and 
ports, the generation of hundreds of thousands of jobs and, in 
part, for the high standard of living enjoyed by Canadians. It is a 
vigorous industry that is presently undergoing significant change. 


The forest products industry is Canada’s 
largest manufacturer and is the single 
most important contributor to the coun- 
try’s balance of payments. More than 10 
percent of the labour force works in this 
industry, which manufactures such diverse 
products as newsprint, fine paper for 
books and a variety of business forms, 
packaging materials, paper bags, lumber 
for home construction, plywood, panel- 
board, railway ties and furniture. 

Not only is the industry significant in its 
Canadian setting, it is among the world 
leaders in the production of many prod- 
ucts. In fact, Canada is the world’s leading 
producer of newsprint, is second only to 
the United States in the production of 
wood pulp and is a major producer of 
round wood. Canada is also a leading ex- 
porter, supplying the largest part of world 
trade in most forest products. For exam- 
ple, it accounts for about 70 percent of 
world exports of newsprint and about one- 
third of world pulp exports. This strong 
export performance contributed $11.6 bil- 
lion to Canada’s balance of trade in 1979, 
including $3.9 billion worth of lumber, 
$138 million worth of plywood, $3 billion 
worth of pulp, $3.2 billion worth of news- 
print and $765 million for other grades of 
paper. Because of its proximity, the United 
States absorbs a very large part of these 
exports. 


Background and structure of 
the industry 


Forest resources played a vital role in 
the earliest commercial history of the 
country. At first less important than fish 
and furs, timber soon became the prin- 
cipal item of Canada’s trade. Before 1700, 
quantities of tall pines for masts were 
already being exported to France, a trade 
diverted to Britain after 1763. But it was 
Napoleon’s blockade of Baltic trade to 
Britain that led to the creation of a huge 
forest industry in the early years of the 
19th century. Many of Canada’s cities owe 
their beginnings to that industry which 
was soon supplying the largest part of 
Britain’s timber needs. In a sense, trees 
provided much of the capital needed in 
Canada’s first years of development. Sub- 
sequently, Americans also turned to Cana- 
dian sources as their own accessible sup- 
plies diminished, investing in mills that 
could supply lumber, pulp and paper to 
the growing U.S. market. And, as the 
United States expanded westward, so did 
the Canadian forest industry. 


The industry, therefore, stretches right 
across the country. It is by far the most 
important industrial sector in British 
Columbia, accounting for about half of all 
manufacturing activity in the province, 
and is vitally important in the provinces of 
Quebec and New Brunswick. Significant 
forest industries can also be found in 
Ontario, Manitoba, Saskatchewan, Nova 
Scotia and Newfoundland. In many com- 
munities it is virtually the only employer. 
There are, however, some significant 
regional differences. Broadly speaking, the 
pulp and paper industry is strongest in 
Eastern Canada, where nearly 80 percent 
of its mills are located, whereas lumber 
and plywood production is more impor- 
tant in British Columbia, source of over 
two-thirds of Canada’s softwood lumber 
and the bulk of its softwood plywood. In 
terms of the selling value.of goods pro- 
duced, Quebec is the leading producer, 
followed closely by British Columbia and 
Ontario. 

A few companies in the Canadian indus- 
try are completely integrated: they log 
trees from their own forests; transport logs 
by their own trucks to their sawmills; 
“neel’” the larger logs to manufacture ply- 
wood; saw lumber for housing; chip what 
fibre remains and turn it first into pulp 
and then newsprint or other paper prod- 
ucts; and finally sell their products 
through their own distribution networks. 
Other companies are active in only some 
of these operations, the smaller firms 
typically specializing in logging or saw- 
milling operations. Virtually all com- 
panies, however, are dependent on others 
within the industry; pulp mills, for exam- 
ple, must often obtain a big portion of 
their wood chips from independent saw- 
mills. One result of this interdependence 
is that newsprint production costs may rise 
as by-product wood chips become scarce 
during a lumber market downturn. 


Challenges 


Over the past 30 years, the growth of 
the Canadian industry has been quite 
remarkable. Pulpwood and sawn lumber 
production has nearly tripled, and news- 
print production has doubled. Shipments 
of pulp, paper and paperboard have more 
than doubled in quantity, employment has 
risen by over 50 percent and the value of 
capital employed is more than 10 times 
what it was in 1950. Yet, in spite of that 
growth, Canada’s share of the faster-grow- 
ing world pulp and paper markets has 
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slipped. For instance, installed Canadian 
newsprint capacity, which in 1950 could 
supply 55 percent of the world’s demand, 
could only supply 37.6 percent in 1979. 
For total wood pulp, Canada once had the 
Capacity to supply 22.2 percent of world 
demand, but now can only supply 14.3 
percent. Moreover, timber availability 
could constrain the Canadian industry’s 


_ ability to increase Capacity. 


Forest Products Exports 
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The problem is now being faced head 
on with the industry placing considerable 
emphasis on improved forest management 
and “close utilization”, which is a policy 
of using every piece of wood fibre that 
can be handled at a profit rather than 
leaving it behind. Canada’s trees are no 
longer considered by the industry as an 
infinite resource to be “mined” indiscrimi- 
nately. 
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From the air Canada’s forests give the 
illusion of being limitless and inexhaust- 
able. Many areas, however, are facing 
serious timber shortages as the result of 
past practices. In the 18th and 19th cen- 
turies forests were often regarded as a 
menace, an impediment to progress. Trees 
were cut down and their roots laboriously 
torn from the ground to make way for 
agriculture and settlement. Canada’s his- 
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tory books tell of big fires burning day 

_ and night in Eastern Canada as large 
stretches of inconvenient forests were eli- 
minated. In British Columbia, at the start 
of this century, miners seeking gold 
started huge conflagrations to facilitate 
access to their mines. Loggers took what 
was most accessible and most valuable, 
often without regard to reforestation. 

Today, most of the first-growth forest in 
British Columbia, including the giant 
Douglas firs, western Red Cedar and hem- 
lock that grew for many centuries, has 
been logged. As a result, the industry must 
retool and redesign its mills to handle 
smaller trees, which are often located high 
on remote mountains. So remote are some 
of these forest resources that a few com- 
panies have resorted to helicopter logging, 
particularly in areas where road building 
would be impossible or prohibitively 
expensive, and experiments are now 
underway with balloons to remove timber 
from the forests. 

A number of sobering reports, both by 
government and industry, have stressed 
the need for significant new investment in 
forest management. A joint government 
industry survey indicated that there was 
considerable scope for extending timber 
supplies through better utilization, im- 
proved access to remote areas and more 
intensive management practices. 

Ownership of the forest resource rests 
mainly with the provincial governments, 
who are now making a determined attack 
on the problems of forest management. In 
British Columbia alone, the provincial 
government plans to see $1.4 billion spent 
over the next five years in order to im- 
prove silviculture and ensure more tree 
planting. 


Foreign control 


Although foreign capital contributed to 
the development of the industry in Can- 
ada, Canadian control has always been 
significant and, for some time, dominant 
in the industry's manufacturing capacity. 
According to the Canadian Pulp and Paper 
Association, 63 percent of the pulp and 
paper industry’s manufacturing capacity is 


controlled by Canadians, 30 percent by 
Americans and 7 percent by other inter- 
ests. Nevertheless, there are some large 
foreign-controlled companies, including 
the Canadian International Paper Com- 
pany, Crown Zellerbach Canada Ltd. and 
Ontario Paper Co., which are American- 
controlled, and Reed Paper Ltd., which is 
controlled in Britain. A royal commission 
report to the Government of British 
Columbia in 1976 indicated that 29 major 
companies in that province had majority 
foreign ownership, 26 of which held sig- 
nificant timber rights. It also pointed out 
that companies with majority foreign 
ownership held 29 percent of the sawmill- 
ing capacity, 37 percent of pulp capacity 
and 43 percent of veneer and plywood 
capacity, but only 18 percent of paper 
capacity. 


Outlook 


Most forest industry leaders are optimis- 
tic. They expect that demand for wood 
fibre will be intense in this decade and 
beyond, barring any cataclysmic barriers 
to economic growth. Apart from the avail- 
ability of timber, the only constraining 
factor the Canadian industry will face is 
its own production costs relative to those 
of its competitors. For despite its strength, 
the Canadian industry faces strong compe- 
tition from foreign producers, notably in 
the southern pine belt of the United States 
and in the fast-developing areas of South 
America, particularly Brazil. On the other 
hand, it now appears that the Soviet 
Union will provide less competition than 
previously thought, and Scandinavian 
countries, traditional competitors, face 
serious timber shortages. 

The relative weakness of the Canadian 
dollar over the past three years (about 85 
cents U.S.) has given Canadian producers 
a sharp competitive edge. Other steps are 
being taken, however, to reduce industry 
costs and improve competitiveness. One 
of these is the reduction of energy costs. 
The forest industry is recognized as the 
largest energy consumer of all Canada’s 
industrial sectors; in British Columbia, it is 
estimated to consume about a third of all 


Major foreign-owned corporations in the forest products industry 


Company 


Canadian International Paper Co 
Crown Zellerbach Canada Limited 
Ontario Paper Company 

Scott Paper Ltd. 

Crestbrook Forest Industries Ltd 
Reed Paper Ltd 


Assets Country of control 


($ millions) 


1,000 
614 
350 
141 
110 
307 


the energy purchased. A 1977 survey 
showed that energy represented roughly 

2 percent of the cost of lumber produc- 
tion in that province. About 6.5 percent of 
the cost of a ton of market pulp was 
attributable to energy and 10 percent of 
newsprint manufacturing costs. For many 
years the industry has been burning “hog 
fuel’ (bark, sawdust and wood debris) to 
generate steam power for its boilers. With 
the increasing cost of energy this effort is 
being intensified, although there are limits 
to the use of wood waste since it is bulky 
and expensive to transport. 


In 1976, the pulp and paper industry, 
whose 130 mills across the country are by 
far the biggest energy consumers in the 
forest products sector, made a commit- 
ment to reduce by 1980 its use of pur- 
chased energy by 12 percent from 1972 
levels. That target was achieved well 
ahead of schedule and further reductions 
are planned. 

After years of inadequate returns, 
healthy cash flows in 1978 and 1979 
enabled companies in the forest industry 
to undertake much-needed capital spend- 
ing programs to modernize aging facilities, 
up-grade machines and conserve energy. 
As much as $1 billion a year will be spent 
during the next several years to complete 
projects already started or recently an- 
nounced. These projects involve every 
province, but are particularly notable in 
British Columbia and Ontario. The largest 
of them are in the pulp and paper sector, 
where production has been at capacity, 
but they also include substantial sawmill 
expansions and improved logging opera- 
tions. 

Although Canadian sales of lumber, 
pulp and standard newsprint to most 
major world markets have been duty-free 
for many years, other products such as 
particleboard, waferboard, softwood ply- 
wood, linerboard and certain grades of 
groundwood specialty papers have been 
subject to tariffs. As a result of the 1979 
multilateral trade negotiations and related 
agreements, tariffs on these products 
traded between Canada and other nations 
will be reduced over time. Canadian com- 
panies expect to benefit from the elimina- 
tion of U.S. tariffs on groundwood printing 
papers and the reduction from 10 percent 
to 4 percent of the U.S. tariff on wafer- 
board over an eight-year period. However, 
they expect increased competition in the 
domestic market as the result of reduced 
Canadian tariffs on products such as fine 
paper, paperboard and particleboard. 

The United Nations Food and Agricul- 
ture Organization forecasts annual growth 
of 4.3 percent in pulp and paperboard 
consumption and a 1 to 2 percent increase 
for lumber and wood-based panels. While 
not everyone accepts these figures uncrit- 
ically, the industry generally sees the 
balance of the 20th century as presenting 
great opportunities for increased employ- 
ment, higher output and export earnings. 
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German 
investment in 
Canada 


by Gorse Howarth 


Mr. Howarth is Commissioner of the Foreign 
Investment Review Agency. The article first 
appeared in “Salute to the Federal Republic of 
Germany”, which was a special magazine pub- 
lished in September by the Canadian-German 
Chamber of Industry and Commerce Inc. on the 
occasion of an exhibition in Toronto on German 
investment which the Chamber organized. 


German business is involved in every sector of the Canadian 
economy from mining in the high Arctic to manufacturing in 
southern Ontario. The increasing number of German business 
missions, the growing flow of German tourists into Canada and the 
appearance in Germany of articles about Canada and investment 
in this country are all signs which point to an even stronger 
German participation in the Canadian economy. 


The recent growth of West German 
investment in Canada and all the attention 
given to it tend to make us forget that 
West Germans have been investing here 
for many years. In fact, many well-known 
German companies, including BASF, 
Bayer, Kuhne & Nagel, Mannesmann and 
Volkswagen incorporated Canadian subsi- 
diaries in the 1950’s. Between 1952 and 
1979 businesses from West Germany have 
invested well over DM 4 billion in Canada. 
This figure, provided by the federal 
Department of Economics of West Ger- 
many, makes Canada the sixth most im- 
portant recipient of West German invest- 
ment in the world. Moreover, that German 
presence in Canada’s economy is expected 
to grow at an accelerating rate because of 
factors identified by a high-level German 
business mission to Canada in September 
1979. The group pointed out several rea- 
sons for investing in Canada as an opera- 
ting base for North America, including: its 
proximity to the huge U.S. market, an 
abundance of relatively cheap energy, 
reasonable labour costs and political 
stability. 

Interest in Canada’s resources could be 
another factor leading to higher levels of 
investment. In the past, German invest- 
ment in resource exploration and develop- 
ment has led to some interesting and, at 
times, dramatic ventures. One of the more 
interesting phenomena in recent years was 
the rush by West Germans to invest in 
drilling funds in the Canadian oil and gas 
industry. Since 1974, West Germans are 
said to have bought over $700 million 
worth of these tax-induced offerings. Ger- 
mans have also taken an equity interest in 
oil and gas exploration companies and in 
ventures related to other energy resources 
such as uranium and coal. One such ven- 
ture, in which Uranerz Exploration and 
Mining Ltd. has a one-third interest, is ex- 
pected to be producing uranium from 
deposits at Key Lake, Saskatchewan in the 
next few years. 

In addition, Germans have made size- 
able investments in metal mining. One of 
the more dramatic of these is Nanisivik 
Mines Ltd., a new zinc-lead mine high in 
the Canadian Arctic, at the northern tip of 
Baffin island. The large German corpora- 
tion Metallgesellschaft is an important 
participant in this, the world’s most 


northerly metal mine. Further south, the 
Same corporation has considerable inter- 
ests in other mineral exploration and 
development projects including oil and 
gas and uranium. 

While much attention and publicity 
have been given to German resource 
investment, there is an impressive list of 
well-known German firms which have in- 
vested in manufacturing. One thinks of 
O&K Orenstein & Koppel, GWS Krupp 
Industries, BASF, August-Thyssen-Hutte, 
Siemens, Bayer, Klockner-Humboldt- 
Deutz, Klockner-Moeller, Demag and 
many others. German investments have in- 
troduced new technology, have resulted in 
increased exports and import replacement, 
have boosted research and development, 
as well as creating jobs involving both 
plant and managerial skills. An interesting 
example of West German manufacturing 
investment is provided by Deutsche Bab- 
cock Beteiligungs of Aberhausen. In 1978, 
it entered a joint venture with A.K. Velan 
of Monteal whose firm was producing a 
wide range of high pressure valves and 
steam traps for use in marine, fossil and 
nuclear power installations, petrochemical 
and other industries. The transaction pro- 
vided Deutsche Babcock a manufacturing 
base and an established market in North 
America and Velan Engineering gained im- 
proved access to international markets, 
opportunities for joint ventures and parti- 
cipation in major turnkey projects and the 
financial strength of a very large and suc- 
cessful multinational corporation. 

Deutsche Canada Grundbesitz, Wilh. 
Werhahn Canada, Schenber and Allianz 
Versicherungs-Aktiengesellschaft are just a 
few of the many German investors in Can- 
ada’s service sector. By far the greatest 
object of West German investment in this 
sector has been real estate, particularly 
major urban and industrial properties. By 
no means, however, is it limited to real 
estate. There have also been a considera- 
ble number of investments in the whole- 
sale and retail trade. In addition, there has 
been some German investment in finance. 
For example, the giant Deutsche Genos- 
senschaftsbank of Frankfurt is a share- 
holder of one of Canada’s newest char- 
tered banks, the Northland Bank. Not to 
be forgotten is German investment related 
to recreation and tourism. The underlying 
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German investment may go increasingly West,in pursuit of opportunities related to huge energy-related projects. 


reason for this more recent category of 
investment is that, with the exception of 
Great Britain, West Germany is now Can- 
ada’s most important source of tourist 
revenue from overseas. In 1979 alone, 
approximately 235,000 West Germans 
visited Canada, particularly British Colum- 
bia, Alberta and Ontario. 

Hegel, the German philosopher, once 
argued that what ”’.. . experience and his- 
tory teach is... that people and govern- 
ments have never learned anything from 
history or acted on principles deduced 
from it.” This, however, has not been the 
case with Canada’s policy on foreign in- 
vestment. Experience and history have 
taught Canada that foreign investment can 
be beneficial to a country’s development 
and prosperity only inasmuch as that 
country takes the steps necessary to make 
it so. That is precisely why the Foreign 
Investment Review Agency was created. 
By reviewing foreign investment proposals 
according to an open set of economic cri- 
teria, the Government can ensure, on a 
just and equitable basis, that foreign in- 
vestment will be beneficial to Canada as 
well as to foreign investors. 

German business, through its invest- 
ment, has long distinguished itself by its 
contribution to the Canadian economy in 
the form of its world-renowned technol- 
ogical expertise, its managerial and entre- 
preneurial excellence and its proven will- 
ingness to join Canadians in resource and 
industrial ventures. These outstanding 
qualities no doubt account in great part 
for the high rate of allowance of German 
investment proposals under the Foreign 
Investment Review Act. Since the Act 
came into effect, 90 percent of all West 


German proposals have been allowed. In 
fact, of the 168 proposals from West Ger- 
many that were resolved between April 
1974 and June 20, 1980, only 7 have been 
disallowed and, of these, 3 were subse- 
quently re-submitted and allowed. These 
investment proposals, which include both 
acquisitions and new businesses, refer 
only to investments involving control the 
the enterprise and do not cover portfolio 
investments. 

The total value of the investments 
allowed during this period was approxi- 
mately $875 million, making Germany the 
third largest investor after the United 
States and Britain. 

Although a slight majority of those 
applications were for the establishment of 
new businesses, the smaller number of 
acquisition proposals accounted for fully 
85 percent of the total assets involved. 
Almost half of the total investment was in 
the service sector, mainly in wholesale 
and retail trade and in finance, insurance 
and real estate. A further 30 percent was 
in manufacturing industries, of which 
machinery and metal fabricating were the 
most important. Only 17 percent of the 
total concerned the primary (resource) sec- 
tor although this sector actually attracted 
the largest proportion of proposed invest- 
ment in new businesses. 

FIRA statistics show that most German 
investments are directed to three prov- 
inces, namely Ontario, Alberta and Que- 
bec. While Ontario was the location for 
most acquisitions (69 percent of the assets 
involved), Alberta was the chief bene- 
ficiary of new business investment (40 per- 
cent), and particularly of new mining 
enterprise. This latter development, 


together with the evidence of strong port 
folio investment in Western resources, has 
undoubtedly encouraged recent specula- 
tion that German investment may go in- 
creasingly to the West in pursuit of oppor- 
tunities created by the vast energy-related 
potential there. 

Whether or not it moves in that direc- 
tion, further large increases in the stock of 
German capital will likely occur as Canada 
continues to welcome investments that 
are of benefit to this country as well as 
the investor. 


a) from April 9, 1974 
b) from October 15, 
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Ontario’s 
economy: 
strength 
through 
diversification 


by Elaine Wyatt 


Elaine Wyatt is a freelance writer in Toronto. 
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The huge energy projects in Western Canada and all the atten- 
tion surrounding them have tended to take Ontario out of the 
country’s economic limelight. And yet, when one looks closely at 
that province, one finds an economy which is highly sophisticated 
and fundamentally sound and, which holds the promise of consid- 
erable growth over the next decade. 


It is hard not to be impressed by On- 
tario. In 1978 it accounted for over 38 per- 
cent of the country’s labour force, 36 per- 
cent of national retail sales, 44 percent of 
the export trade and about 40 percent of 
personal income. In that same year, the 
province had a 41-percent share of Can- 
ada’s real domestic product. More than 
one-third of Canada’s population lives in 
Ontario, which covers approximately 11 
percent of the country’s land mass. 

Ontario’s economy performed well 
throughout the turbulent 1970s, the great 
strength and diversity of its industry allow- 
ing it to thrive in spite of such shocks as 
the oil-price increases and the more recent 
problems of the automobile industry. 
While world economic conditions deterio- 
rated during that decade, the province’s 
economy continued to grow at an im- 
pressive pace. Employment in Ontario 
grew at an average annual rate of three 
percent. In 1979 alone, 161,000 jobs were 
created in the private sector, an increase 
of over 4 percent. In spite of combined in- 
flationary and recessionary pressures, the 
province’s real output grew at an average 
rate of 3.7 percent annually. This perform- 
ance outpaced that of West Germany, the 
United States, the U.K., indeed that of all 
OECD countries. In particular, Ontario’s 
annual employment record outstripped 
that of both Japan (0.1 percent) and West 
Germany (-2.1 percent), countries often 
cited as having fared the best in recent 
years. This strong growth is all the more 
impressive when one takes into account 
the fact that the appreciation of the yen 
and the mark effectively softened the 
potential impact on Japan and West Ger- 
many of the rise in oil prices (in US. 
dollars) at a time when the Canadian 
dollar was losing some ground to the U.S. 
dollar. 

Resources, manufacturing and services 
are all fully developed sectors in Ontario; 
mining and forestry are particularly strong 
in the North; manufacturing in the South; 
and services (public sector) in the East. As 
time passes, however, the traditional 
regional economic lines are becoming in- 
creasingly blurred because Eastern Ontario 
is the locus of a veritable explosion of 
high-technology industries and government 
policy is encouraging the development of 
secondary industry closer to resources in 


the North. Furthermore, Southern Ontario 
has always been the center for financial 
and other services and is one of the rich- 
est agricultural areas of Canada. 

Ontario is endowed with immense 
natural resources, including 15 basic mine- 
rals such as copper, iron ore, zinc, silver, 
gold and platinum. The province has half 
the world’s supply of nickel and the larg- 
est supply of uranium in the Western 
World. Total value of mineral production 
in 1978 is estimated at $2 billion, making 
it the second largest provincial mineral 
producer in Canada. Additionally, Ontario 
is the largest producer of structural mate- 
rials such as cement, lime, clay products, 
sand and gravel. 

Ontario’s forest resources, the third larg- 
est in Canada, cover 570,000 square kilo- 
metres of land, largely in Northern Ontario 
and to a lesser extent in Eastern Ontario. 
Although the resource already supports a 
substantial wood products industry, there 
remains considerable potential for further 
exploitation. Ontario accounted for only 
14.7 percent of Canada’s production in 
1977 while it had 21.1 percent of the pro- 
ductive, economically accessible and in- 
ventoried forests. And there’s room for 
expansion. Furthermore, experiments with 
fast growing, hybrid tree farming in East- 
ern Ontario may help to alleviate concern 
about forest regeneration. 

When one thinks of Canadian agricul- 
ture, the usual tendency is to think of the 
Prairies with their huge grain production 
and immense ranches. But for a great 
number of commodities, Ontario is the 
largest producer in Canada. Ontario 
farmers grow almost half the fruit and 
two-thirds of the vegetables produced in 
Canada. They produce almost twice as 
many eggs and finish more beef for 
market than farmers from any other prov- 
ince. The province is the largest producer 
of fluid milk and poultry and the second 
largest producer of hogs. And, a good 
combination of soil and climate supports 
a wide variety of special crops such as 
winter wheat, tender fruits, tobacco and 
grapes. Furthermore, over half of all the 
food processed in Canada is processed in 
Ontario. 

Characteristic of a well-developed, self- 
sustained economy, Ontario has a strong 
service sector, which offers specialized 
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services and skills not available elsewhere 
in Canada as well as a large pool of 
capital necessary for major projects. The 
province is home for over 42 percent of 
Canadians employed in finance, insurance 
and real estate, and Toronto, Ontario’s 
capital, is the financial heart of the 
country. One finds in that city the head 
offices or marketing divisions of Canada’s 
11 chartered banks, whose combined 
assets are valued at more than U.S. $200 
billion. In addition, it is the home of the 
head offices of 80 percent of Canada’s 
national corporations and, the Toronto 
Stock Exchange is by far the largest share- 
trading center in the country. 

Though activity is intense in Ontario's 
resource and service sectors, it is manu- 
facturing which has made the province's 
reputation. Two facts serve to illustrate 
this point: Ontario accounts for half of 
Canada’s manufacturing shipments and 80 
percent of the country’s exports of fully 
manufactured. products. 

The leading manufacturing industry in 
Ontario is transportation equipment, in 
particular the automotive industry which 
accounts for one in every six manufac- 
turing jobs in the province. Recently, how- 
ever, the automotive industry has faced a 
dramatically changed world environment, 
which has caused serious adjustment prob- 
lems and has resulted in the lay-off of 
more than 20,000 workers. 

Ontario’s automotive industry is very 
much a part of the North American indus- 
try and has, therefore, pursued a policy of 
gradual product differentiation to serve a 
distinctly North American market. Europe 
and Asia have been served by substantially 
different products. Consequently, the 
world was until recently divided into three 
major markets. With the gradual elimina- 
tion of the distinguishing features of those 
markets and the dramatic rise in fuel 
costs, which has led the North American 
consumer to demand the kind of car pro- 
duced in Europe and Japan, an integrated 
world market has emerged and is chal- 
lenging North America’s and, therefore, 
Ontario’s automotive industry. 

At first glance these new developments 
might be seen as a threat to the industry, 
but many observers see them as a great 
opportunity for growth. This optimism is 
explained by the fact that, though the 
“world car” is smaller and requires fewer 
components than the traditional North 
American model, it requires higher tech- 
nological content and the kinds of mate- 
rial that Ontario can and does produce. In 
particular, more plastic, aluminum, mag- 
nesium and high-technology electronic 
parts will be needed to replace the usual 
grey iron and zinc castings, steel compo- 
nents and power options. Ontario’s 
plastics industry has one of the world’s 
best and most secure supplies of feed- 
stocks. The province’s aluminum industry 
can count on relatively cheap and secure 
supplies of electricity. 

Provincial government assistance to the 


automotive industry has taken the form of 
an Autoparts Technical Centre, attached 
to the Ontario Research Foundation, and 
grants from the province’s Employment 
Development Fund. The technical centre 
provides technical information, industrial 
engineering services, access to materials 
testing facilities and training programs. 
Provincial government grants have sup- 
ported $71 million worth of expansions in 
the industry. The Government has also 
sought to help the industry by calling for 
modifications of the 1965 Auto Pact with 
the United States in order to rectify cer- 
tain inadequacies and problems identified 
in recent years. 

Transportation equipment, however, Is 
just one of many strong manufacturing 
industries in Ontario. Traditional resource- 
based industries as well as more sophisti- 
cated types of manufacturing such as 
electronics, electrical products, machine- 
ry, chemicals and aerospace products give 
the provincial economy the depth and 
breadth necessary to absorb the kinds of 
cyclical or transitional shocks created by 
problems in certain industries such as the 
automotive industry. Highly developed 
inter-industry links enhance the province’s 
potential for growth as well as provide a 
solid economic balance. 

Ontario is experiencing the kind of tech- 
nological evolution that other complex 
industrialized economies are experiencing, 
an evolution which promises to lead to un- 
paralleled social and economic change. 
Microelectronics is being applied to com- 
puter-assisted design and manufacture in 
industries such as footwear and tool and 
die, and industrial robots are being used 
by General Motors of Canada for spot 
welding. 


Though these are interesting develop- 
ments, the most exciting news is coming 
from Canada’s capital, Ottawa, in Eastern 
Ontario. Gradually, the city’s longstanding 
reputation of being nothing more than a 
government town is becoming an anach- 
ronism as a community of highly innova- 
tive and young entrepreneurs push their 
way into the world of high technology 
with products and ideas that even the 
giants of their field cannot resist. Though 
Ontario’s electronics industry is character- 
ized by a diversity of small companies, 
many of which have annual sales of less 
than $1 million, Ottawa’s 80 high-technol- 
ogy companies already employ 15,000 
people, have a payroll of $200 million and 
estimated revenues of $500 million. One 
such firm, Mitel Corporation, has had an 
astonishing brief history. Producing semi- 
conductors and telecommunications 
equipment, this miniature multinational 
has eight plants around the world and has 
grown by 100 percent each year since 
1975, when its sales totalled only $12,000. 
Some have predicted that its sales will 
reach $100 million this year. 

A number of other Ottawa firms are 
doing well. In the very competitive field 
of word processing, one finds AES, with 
sales of $125 million in 1979, and Gandalf 
Data Communications Ltd., with sales in 
the $20-million range. Another notable 
example is Linear Technology Inc., which 
designs and manufactures specialized sili- 
con chips for hearing aids and exports 
90 percent of its production. Others are 
Lumonics Research Ltd., an $8 million-a- 
year laser producer, and Epitek Electronics 
Ltd., whose development of thick film 
hybrids has turned it into a $3-million 
business. 


Industrial robots, such as the one above in a General Motors of Canada truck plant, are just one 
example of the new technology being used in Ontario’s industry. 
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Companies such as Northern Telecom 
and Bell Northern have set world stan- 
dards for telecommunications equipment 
and systems. The announcement earlier 
this year that Northern Telecom’s TELI- 
DON system, a communications system 
that links central computers to home tele- 
vision sets, was chosen over competing 
European systems for a major U.S. field 
trial, represents a major breakthrough for 
Canadian videotext technology. 

It was also in Ontario that significant 
achievements were made in satellite com- 
munications, in fibre optic technology, in 
space control systems (Spar Aerospace 
Ltd. developed a retractable arm for the 
U.S. NASA space shuttle) and in two-way 
interactive Communications systems. 


Still in manufacturing, industries such as 


metal fabricating and primary metal pro- 
duction have been expanding. Ontario’s 
steel industry, which has become highly 


competitive and technically advanced, has 
been successfully competing with U.S. and 


Japanese producers in the U.S. market. 
Furthermore, the recent growth of two of 
its leading companies, Dofasco and 
Stelco, is expected to spark the develop- 
ment of some related heavy industries. 

Recent additions to Southwestern On- 
tario’s chemical industry will boost pros- 
pects for the plastics industry. Shell 
Canada Ltd. has recently completed a 
$230-million polypropylene and isopropy!| 
plant, Imperial Oil Ltd.’s $100-million 
polyethylene plant will come on stream in 
1982, and Union Carbide Canada Ltd. has 
also recently completed a $170-million 
plant. 

All this manufacturing activity tends to 
make one forget Ontario’s second largest 
single industry, tourism. Supported by a 
thriving food and beverage industry, 
tourism employs more than 200,000 peo- 
ple and generates over $5 billion a year in 
revenues. In 1979 alone, Ontario received 
nearly 21 million tourists from the United 
States who spent over $900 million during 
their visit. The industry seems destined for 
further growth as the number of overseas 
tourists has increased steadily in recent 
years. 


Ontario’s prospects 


The 1980s promise to be a decade of 
sweeping change, thus of pain and oppor- 
tunity. Ontario will share with other indus- 
trialized economies a number of short- 
term problems such as slow growth rates 
for the economy as a whole and for pro- 
ductivity and capital accumulation in par- 
ticular, as well as persistent inflation and 
underutilization of resources. Though 
these international factors tend to cloud 
the horizon, a number of domestic factors 
have made Ontario watchers enthusiastic, 
if not sanguine, about the province’s eco- 
nomic future. 

The recent round of multilateral trade 
negotiations (GATT) is expected to im- 
prove the access of Ontario products to 


Continued record activity at the Toronto Stock Exchange is a clear sign of investor confidence. 


the U.S. market. In fact, 90 percent of 
Canada’s exports will enter the United 
States with no more than a 5 percent tariff 
and 80 percent will enter tariff-free. In 
addition, it is expected that the current 
favourable exchange value of the Cana- 
dian dollar (U.S. $.85) will remain in the 
85 to 90 cent range for the foreseeable 
future, thus ensuring that Ontario prod- 
ucts retain that extra competitive edge 
both at home and abroad. 

Certain investment indicators are en- 
couraging. Activity at the Toronto Stock 
Exchange continues to reach record levels, 
a sign of investor confidence. Manufac- 
turing activity will be stimulated by the 
approximately $200 billion worth of 
energy projects slated for the next 20 
years, including pipelines, tar sands, 
heavy-oil upgrader plants and major coal 
developments. A number of significant 
mining projects as well as the upgrading 
of Canada’s grain transportation system 
will also stimulate the economy. Not to be 
forgotten is business investment in plant 
and equipment which is expected to be 
very strong in 1980. In current dollars, 
business investment will total nearly $13 
billion in Ontario this year, which is nearly 
16 percent higher than in 1979. Large 
manufacturing firms are expected to in- 
crease their investment spending in real 
terms by 29 percent. Moreover, though 
personal savings are still high, lower inter- 
est rates could lead to significantly greater 
consumer spending. 

Certain production factors, in particular 
labour, are giving rise to optimism. For 
example, U.S. Department of Labor figures 
show that Ontario’s output per hour in 
1978 increased by 4.2 percent, which, with 
the exception of Japan (8.3 percent) and 
France (4.9 percent), was considerably 


better than that of Germany (3.7 percent), 
Italy (2.9 percent), the United States (2.5 
percent), and the United Kingdom (1.6 per- 
cent). Also in 1978 and on a US. dollar 
basis, Ontario’s unit labour costs de- 
creased by 4.3 percent, whereas they in- 
creased in Japan and the United Kingdom 
(26 percent), France, Italy and West Ger- 
many (15 to 20 percent) and the United 
States (7 percent). Furthermore, though 
Ontario’s work force is expected to in- 
crease annually at a rate of only 1.9 per- 
cent in the 1980s compared to 3.3 percent 
in the 1970s, the most productive and 
entrepreneurial age group (25 to 54 years) 
is expected to experience dramatic in- 
creases during this decade. 

In addition to the above factors, which 
are subject to change, one must keep in 
mind longstanding features of Ontario 
which have played and will continue to 
play major roles in the province’s eco- 
nomic development. Ontario’s strategic 
location in North America gives it access 
to 300 million consumers, 120 million of 
whom are within a single day’s trucking 
from Toronto. The province’s industrial 
core around Lake Ontario and Lake Erie is 
served by 6 deep-water ports, which are 
part of the St. Lawrence Seaway connect- 
ing mid-North America with the Atlantic 
Ocean. Furthermore, abundant fresh 
water, an excellent network of roads, and 
modern air and rail facilities are all trump 
cards in Ontario’s industrial future. One 
factor that could become the greatest 
advantage of all is energy. The province 
has abundant and secure supplies of rela- 
tively cheap hydrocarbons and, thanks to 
nuclear energy and water power, the prov- 
ince currently has a 20-percent surplus 
electricity generation capacity with more 
facilities under construction. 
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Tidal power: the 
new wave In 
electricity 
generation 


The editors wish to thank the Nova Scotia 
Communications and Information Centre for the 
cooperation and information they so willingly 
provided 


The historical scarcity and escalating costs of hydrocarbons 
used for the generation of electricity in the Maritime provinces 
have made that region acutely aware of the need for alternative 
sources of energy. The most interesting and exciting of these is 
tidal power, which, according to some estimates, could produce 
billions of kilowatt-hours a year. Exploiting this renewable source 
of energy in the Bay of Fundy could help alleviate the increasingly 
burdensome cost of the region’s dependence on imported oil for 


the generation of electricity. 


The concept is simple and straight- 
forward: it is a matter of using the power- 
ful movement of the Bay of Fundy’s tides 
to turn turbines which generate electricity. 
The principle is the same as the one in- 
volved in the lumber and flour mills of 
old, the exception being that tides and not 
river currents turn the wheels. Why, then, 
has this energy source not been developed 
earlier? 

The answer is economics. Tidal power 
has been debated, discussed and studied 
for several decades and its technical 
feasibility has been widely accepted for a 
very long time. However, as late as the 
1960s, most analysts discounted it as 
being uneconomic in an age of cheap 
hydrocarbons. Nevertheless, there were 
some dissenting voices. In its October 
1969 report, the Atlantic Tidal Power Pro- 
gramming Board suggested that changes 
might very well occur in the economic 
assumptions used in evaluating tidal 
power. In fact, the Board recommended 
more studies in the event of significant 
changes in interest rates, construction 
costs, conventional energy prices, Or possi- 
ble exhaustion of conventional supplies. 
Needless to say that the Board’s foresight 
proved to be very accurate. It was thus 
the steep climb of the price of hydrocar- 
bons, in particular imported oil on which 
the Maritime provinces are heavily depen- 
dent for the generation of electricity, 
which made tidal power economically 
desirable as well as technically feasible. 

Within three years of the 1969 report, 
energy price and supply patterns were 
such that the Governments of Canada, 
Nova Scotia and New Brunswick agreed to 
create the Bay of Fundy Tidal Power 
Review Board, which was instrumental in 
laying the technical and economic ground- 
work necessary for the current tidal power 
project. 


The Annapolis River project 


Though the principle involved is quite 
simple, its application requires sophis- 
ticated technology. Making use of a bar- 
rage built across the Annapolis River in 
the 1960s, the Tidal Power Corporation, a 
Nova Scotia provincial Crown corporation, 
will construct a generating station which is 
designed to assess the suitability of a pro- 
totype turbine for the development of 
major tidal projects in the upper reaches 
of the Bay of Fundy, where tides of about 
11 to 14 metres are common. Also to be 
assessed is the turbine’s suitability for low- 
head river hydro potential elsewhere in 
Canada. The station will have an imme- 
diately practical as well as an experi- 
mental vocation, generating 50 million 
killowatt-hours of electricity to replace an 
equivalent amount currently generated 
mainly from imported oil. 

The $46-million project involves the 
construction of an underground power- 
house, connecting canals, modification of 
existing sluices and construction of a 
transmission line between the powerhouse 
and an existing substation. 

The centerpiece of the project, how- 
ever, is the straight-flow turbine developed 
by Escher Wyss of Switzerland for its 
Staflo unit. In this system, the turbine 
wheel (runner) turns on a horizontal shaft 
and operates with a straight flow of water 
through the sluices (water passages). It is 
suitable for “run-of-the-river’” and tidal 
applications using low water heads (below 
40 metres). Though Escher Wyss has in- 
stalled a number of Staflo units in Europe, 
the unit it will build and install in the 
Annapolis project will be the largest in the 
world and, if successful, would represent a 
significant technical breakthrough in the 
field of hydraulic turbine engineering. 

In addition to monitoring the perform- 
ance of the turbo-generator unit, the 
project will assess environmental effects, 
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in particular drainage and salt water intru- 
sion into the valuable agricultural lands 
surrounding the basin. The project will be 
equipped for remote control operation 
and will be connected to the Nova Scotia 
Power Corporation’s system. Construction 
is scheduled to be completed by the 
Spring of 1983. 


Beyond the Annapolis River 
project 


The Annapolis pilot project is a test run 
for the multi-billion dollar development of 
the Bay of Fundy’s Cumberland Basin, 
which is located between the provinces of 
Nova Scotia and New Brunswick. In fact, 
the Cumberland Basin is only one of three 
sites found to be viable for tidal power 
development, the others being Cobequid 
Bay (Nova Scotia) and Shepody Bay (New 
Brunswick). 

The Cumberland Basin was chosen as 
the site for the first major development 
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principally because it is the smallest of 
the three sites, making it possible to mini- 
mize both technical and financial require- 
ments. Another reason was that both Nova 
Scotia and New Brunswick could benefit 
from its development because the two 
provinces share the basin. Moreover, 
though it is the smallest of the three sites, 
the basin is large enough to provide a sub- 
stantial contribution to the energy require- 
ments of the Maritime region. Environ- 
mental and other cost considerations also 
played in its favor. 

In its 1977 reassessment of the Fundy 
tidal power concept, the Bay of Fundy 
Tidal Power Review Board made an exten- 
sive and convincing case for undertaking 
the project. It pointed out that the ex- 
ploitation of this indigenous renewable 
resource will reduce the need for imported 
oil and, consequently, result in significant 
foreign exchange savings. The cost stabil- 
ity throughout the long plant life (75 years) 
will be a decided advantage over the cost 


Approval of the Swiss 
investment proposal 


The large turbine, which is a 
central feature of the Annapolis 
River project, will incorporate a de- 
sign developed by Escher Wyss Ltd., 
which is a subsidiary of Sulzer 
Brothers Limited of Winterthur (Swit- 
zerland). The Swiss multinational de- 
signs and manufactures a wide vari- 
ety of heavy engineered products 
such as industrial heating and air 
conditioning systems, textile ma- 
chines, industrial pumps, steam gen- 
erators and, of course, water and 
pump turbines. 

In anticipation of the Annapolis 
River project, Sulzer Brothers Lim- 
ited submitted an application to the 
Foreign Investment Review Agency 
for the establishment of a joint-ven- 
ture company with Dominion Bridge 
Company Limited, a Canadian pub- 
lic company which designs and man- 
ufactures industrial products such as 
material handling equipment, struc- 
tural steel erection machine tools 
and hydraulic excavators. The object 
of the joint-venture acquisition was 
Dominion Bridge’s machine opera- 
tions in Lachine (Quebec). Sulzer 
Brothers proposed to acquire 49 per- 
cent of the voting shares in the joint 
venture, Dominion Bridge owning 
the rest. The joint venture, to be 
known as DB-Sulzer Inc., was to be- 
come a member of the Escher Wyss 
hydraulic engineering group in 
which it would be the specialist on 
large Straflo-type turbines. The pro- 
posal was approved by the Govern- 
ment in January 1980. 


volatility associated with continued 
dependence on imported oil, and it is 
expected that system generation costs in 
the Maritimes would be significantly lower 
with tidal power. It is a clean form of 
energy and its development would place 
Canada in the forefront of this kind of 
technology, creating opportunities for 
related industrial development and appli- 
cation of the technology to other forms of 
electricity generation. 

If successful, the Bay of Fundy tidal 
power development will probably rate as 
one of the most exciting and ingenious 
engineering feats of the next few decades. 
It will be an operating model for other 
countries to study. Though tidal power is 
by no means a complete solution to the 
fuel problems associated with the genera- 
tion of electricity, it should prove to be an 
invaluable tool for coping with the grow- 
ing scarcity and ever-increasing costs of 
fossil fuels. 
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Foreign 
investment in 
the service 
sector 


by Frank Swedlove 


Frank Swedlove is Chief of the Policy Research 
Division of FIRA’s Research and Analysis 
Branch. 


Sel ee ee 


In its review of acquisition and new-business cases over the past 
six years, the Foreign Investment Review Agency has been in a 
unique position to observe the degree of and identify reasons for 
new foreign investment in the service sector. This article draws on 
this experience and on other sources of information to provide an 
insight into foreign investment activity in that sector. 


Be ee ou pee Se ag ene Se ee ES SS 


The service sector has been the least 
studied and most misunderstood sector in 
the economy. The tone was set long ago 
in Adam Smith’s Wealth of Nations where 
he stated that ‘The sovereign ... with all 
the officers both of justice and war who 
serve him, the whole army and navy are 
unproductive laborers; also — churchmen, 
lawyers, physicians, men of letters of all 
kinds: players, buffoons, musicians, opera 
singers, opera dancers, etc. ... the work of 
all of them perishes in the very instant of 
its production.” While most economists no 
longer share Smith’s bias against services, 
many still hesitate to deal with that sector 
because it does not lend itself easily to 
measurement by traditional economic 
gauges such as production or output. 

The first obstacle to overcome in any 
discussion of the service sector is its very 
definition. For the purposes of this article, 
all industries which are not included tradi- 
tionally in the primary sector or do not in- 
volve the manufacturing or processing of 
goods are included in the service sector, 
namely: construction, transportation, com- 
munications and other utilities; wholesale 
and retail trade; finance, insurance and 
real estate; and community, business and 
personal service industries. Though state- 
owned corporations in these industries are 
included, public administration and 
defence are not. 

The high barriers that inhibit entry into 
other sectors, notably mining and manu- 
facturing, do not exist in the service sector 
because little commitment is required, 
generally, in machinery and equipment so 
that quick entries into and exits from most 
service businesses are possible. In fact, the 
only real constraint for most investors in 
the service sector is the limit of their own 
capabilities and imagination. Fast-food 
restaurants, day-care centres and the 
adaptation of computer program and con- 
sulting services to a wide variety of busi- 
nesses are all examples of how quickly 
service-sector investments can take root 
and of how innovative such investments 
can be. 


Level of foreign control 


Compared with the rest of Canadian 
industry, foreign control in the service 
sector is not large. In 1977, the last year 
for which data are available under the 
Corporations and Labour Unions Returns 
Act (CALURA), only 13 percent of assets in 
this sector were foreign-controlled. Al- 
though the CALURA data exclude finan- 
cial industries, which in terms of assets 


are the most important part of the service 
sector, that percentage would still seem to 
be reasonably accurate for the sector as a 
whole since foreign control in the finan- 
cial industries has been separately esti- 
mated at about 12 percent. 

Within the service industries surveyed 
by CALURA, foreign control is lowest (7 
percent) in transportation, communica- 
tions and other utilities and highest in 
wholesale trade, at 23 percent. But even 
the latter figure is low by comparison 
with other industrial sectors, such as 
mining (51 percent foreign-controlled) or 
manufacturing (54 percent). 


There are a number of reasons why 
Canadian control remains at a high level 
in some parts of the service sector. One of 
these is the protection of key sectors 
through legislation requiring that at least a 
large proportion of the firms will be Cana- 
dian-controlled. Banking and other finan- 
cial institutions, broadcasting and news- 
papers are covered by such regulations. 
Another is direct federal, provincial or 
municipal government equity participation 
in certain activities. Examples are rail and 
air transportation, broadcasting, electric 
and water utilities and telephone com- 
panies. This factor is largely responsible 
for the high level of Canadian control in 
the transportation, communications and 
utilities sector. 


Nevertheless, foreign-controlled com- 
panies occupy an important place in quite 
a number of service industries. The Finan- 
cial Post’s list of Canada’s largest corpo- 
rations shows how many of them are 
among the largest in each industry. Of the 
50 largest merchandisers in Canada, 20 are 
considered to be foreign-controlled: 13 in 
the United States (including Sears, Canada 
Safeway, Woolworths, the three foreign- 
controlled companies in the “top ten”); 

4 in the United Kingdom, 2 in Japan and 
1 in West Germany. Seventeen of the 35 
largest insurance companies are foreign- 
controlled. Nine of these are controlled in 
the United States, including Royal Insur- 
ance, the largest property and casualty 
insurer, Allstate and Metropolitan Life, 
while another seven, including Commer- 
cial Union, Lloyd’s of London and Pruden- 
tial are U.K.-controlled. Even among the 
leading financial institutions, where the 
‘top ten’” companies are all Canadian- 
controlled, there are substantial foreign- 
owned companies such as General Motors 
Acceptance Corp., Ford Motor Credit Co. 
of Canada and Household Finance Corp. 
In addition, two the 15 largest real estate 
developers are foreign-controlled. 
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Table 1 


Industry 


Construction 
Transportation, communications 
and other utilities 


_ Wholesale trade 
Retail trade 
_ Business and personal services 


Total 


The United States is by far the most im- 
portant foreign investor in the service sec- 
tor, accounting for roughly 73 percent of 
foreign-controlled assets, followed by the 
United Kingdom, Japan and West Ger- 
many. In fact, in three of the five cate- 
gories listed in Table 2, U.S. control ex- 
ceeded 85 percent. Construction was the 
only category where the total for all other 
foreign countries was greater than that of 
the United States. 


FIRA’s experience with the 
service sector 


In view of the service sector’s relatively 
low level of foreign investment, its share 
of applications to the Foreign Investment 
Review Agency may seem Surprising. Be- 
tween April 1974 and the end of March 
1980 applications in this sector exceeded 
the combined total for manufacturing and 
resource industries. Its predominance was 
particularly strong in new-business appli- 
cations (62 percent). The wholesale and 
retail trade was by far the most frequently 


Foreign control in the service sector, 1977 


Source: Statistics Canada, Catalogue No. 61-210, CALURA, 1980, p. 136. 


Foreign control of industry assets 


— $ millions — —%— 
1,905 A2 
6,032 7 
75/72 : 26 
3221 16 
3/23. 18 

22,453 13 


targeted industry in that sector. It is inter- 
esting to note that while the United States 
was identified as the country of control of 
the applicants in over 60 percent of the 
cases in four of the five industries listed, 
this is considerably below its 73-percent 
share of foreign-controlled assets in the 
sector as a whole. The only industry cate- 
gory in the service sector in which the 
United States did not account for the 
majority of cases was finance, insurance 
and real estate, Europe accounting for 
over half the cases. 

Investments in the service sector tended 
to be smaller than those in other sectors, 
particularily in new businesses for which 
the average planned investment was about 
$520,000 in services compared to over 
$1.6 million in other sectors. On the other 
hand, the average asset value in acquisi- 
tion cases was roughly the same in serv- 
ices as it was in other sectors (about $8 
million). Only 4 percent of all service 
sector cases received between April 1974 
and March 1980 involved assets of more 
than $10 million and most of these were 


in real estate, construction and insurance. 
Furthermore, the average service sector 
case involved fewer employees than did 
Cases in other sectors. New businesses 
were to create on average 17 jobs in the 
service sector compared to 20 in other 
sectors. On average, service sector acqul- 
sitions involved 107 employees, whereas 
acquisitions in other sectors involved 133. 


Nature of foreign investment in 
services 


Unlike goods-producing industries, 
which can expand their markets by export- 
ing their products, most service industries 
must establish themselves directly in the 
market they want to capture. Foreign in- 
vestments in that sector usually involve 
horizontal integration through which 
foreign firms hope to expand the market 
for their services by carrying out in Can- 
ada the same activities they Carry out at 
home. Furthermore, many of these new 
entrants propose to offer services almost 
identical to those already offered in Can- 
ada. For instance, in the retail trade, firms 
such as Boots (drugs), Marks and Spencer 
(clothing), Rustcraft (greeting cards) and 
Barcley-Lane’s (shoes) all expanded their 
markets by investing in Canada and at a 
time when there already were well-estab- 
lished firms in those service fields in this 
country. Another way that foreign com- 
panies, notably American, have expanded 
their operations in Canada has been fran- 
chising agreements. Since the establish- 
ment of the Agency, firms in such indus- 
tries as fast foods, auto repairs and 
service, residential real estate and day 
care centres have set up Canadian um- 
brella organizations to oversee indepen- 
dent Canadian franchisees. 

While some investments involve serv- 
ices already available in Canada, others 
introduce ones that are entirely new to 


Table 2 Percentage of foreign-controlled assets by country of control, 1977 


Industry 


Construction 


Transportation, 
communications & 
other utilities 


Wholesale trade 

Retail trade 

Business and 
personal services 


Total 


x confidential 
e estimated 


West 
Germany 


0.4 


Source: Statistics Canada, Catalogue No. 61-210, CALURA, 1980, pp. 126-130. 


Other 
foreign 


15 
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Table 3 


April 1974 — March 1980 


Industry 


Construction 


Transportation, communications 
and other utilities 


Wholesale and retail trade 


Finance, insurance and 
real estate 


Community, business and 
personal services 


Total 


this market. These ‘‘new idea” investments 
may be innovations in the delivery ofa 
service or may represent a wholly new 
specialization of a segment of an existing 
market. They generally occur in the busi- 
ness and personal service categories. Com- 
mercial mausoleums and mini-warehouses 
are two concepts introduced to Canada in 
last few years. But the greatest growth for 
‘new idea” investments has been in the 
computer service and consulting fields. 
The Foreign Investment Review Agency 
has received applications by foreign com- 
puter companies offering speciality soft- 
ware programs to lotteries, the dental pro- 
fession, auto dealerships, aircraft mainte- 
nance firms, racetracks and real estate 
firms. In addition, foreign consulting firms 
have offered specialized services to com- 
panies concerned with air and water pollu- 


Table 4 
Reviewable service sector applications: 
average size of investments 


Industry 


Construction 


Transportation, communications 
and other utilities 


Wholesale and retail trade 
Finance, insurance and real estate 


Community, business and 
personal services 


Sector 


Reviewable service sector applications 


Acquisitions 


aThe new-business provisions of the Act came into force in October 1975. 


New businesses? Total 


41 29 70 
290 327 617 
68 43 Vil 
102 159 261 


tion, footwear manufacturers, the forest 
products industry, and waste disposal 
firms. Having already incurred the original 
costs of developing software or expertise 
in their home market, these computer and 
consulting firms can offer Canadian com- 
panies or individuals their services at 
attractive prices. 

Another major form of investment in 
the sector is the acquisition or establish- 
ment by foreign manufacturers of a distri- 
bution capability in Canada. It is almost 
an axiom of business that the greater the 
complexity of the product, the greater the 
advantages of owning one’s own distribu- 
tion network. The underlying reason Is 
that the more complex products require 
more sophisticated selling and after-sales 
servicing. Firms that have pursued this 
strategy include manufacturers of cars, 


Averaged planned 
investment — 
new-business cases 


Average value of 
assets acquired — 
acquisition cases 


— $ thousands — 


5,746 3,944 


288 321) 
67 6,342 
509 25,632 


644 4,922 
520 8,060 


cameras, computers and audio equipment. 

A third category of foreign investment 
in the service sector is the adaptation of 
an international scale or the international- 
ization of services. This often results either 
from a gradual change in business prac- 
tices or from an abrupt change in govern- 
ment or industry policy. A most cogent 
example of internationalization is pro- 
vided by the insurance brokerage business. 
Multinational enterprises increasingly 
prefer to deal with one brokerage com- 
pany which is familiar with their firm, the 
industry and the equipment used by their 
firm in their operations worldwide. Many 
brokerage firms have established fully- 
owned subsidiaries to respond to the 
needs of their multinational clients. Inter- 
nationalization, however, is not limited to 
financial industries. For example, parcel 
delivery firms, which historically were 
organized on a national basis, are now 
attempting to establish subsidiaries to 
handle trans-border shipments as well as 
serve the local markets. 

Occasionally, foreign individuals or 
companies detect a new need for a par- 
ticular service in the Canadian market 
which they do not provide at home. An 
example of meeting new needs was the 
recent proposal to FIRA by two U.S. firms 
to establish a recruitment firm in Canada 
to provide technical personnel to Canada’s 
provide technical personnel to Canada’s 
aerospace industry, whose recent expan- 
sion has led to shortages of engineers, 
draftsmen and other technical experts in 
the field. 


Outlook 


Though the rapid evolution of technol- 
ogy makes identifying trends a rather risky 
business, some major changes in society 
will quite probably be the harbingers of 
certain kinds of investment in the service 
sector by both foreign and domestic entre- 
preneurs. The growing participation of 
women in the labour force and the in- 
creasing number of single parents are 
developments that have and will continue 
to increase demand for services such as 
child-care and home cleaning. The recent 
rapid improvement in communications 
and computer technology should foster 
the development of several service activ- 
ities, particularly for small businesses and 
individuals. For example, demand may 
soon increase for paging services, com- 
puter time-sharing and more sophisticated 
security systems. 

The internationalization of finance will 
almost definitely continue. Expected 
changes in Canada’s Bank Act should 
bring about substantial investment activity 
by foreign banks. Credit corporations, 
involved in the issuing and checking of 
credit, will probably follow this course 
and insurance, security brokerage and 
investment counselling services will 
become even more internationalized. 


FOREIGN INVESTMENT REVIEW — Autumn 1980 16 


Capital investment projects in Canada 


Electric power, oil and gas, and 
mining 

This list shows major Capital spending 
projects now in progress or firmly com- 
mitted in the electric power, oil and gas, 
and mining sectors. Only projects costing 
over $10 million are included. Other sec- 
tors will be covered in subsequent issues 
of the Foreign Investment Review. Infor- 
mation has been obtained from press 
reports. 

This report was prepared by the staff of 
Foreign Investment Review. 


Capital spending in these sect 


expenditures of nearly $7 billion for minin 


ors Is expected to remain partic- 
ularly strong in 1980 and beyond. A recent survey of large firms 
carried out by Industry, Trade and Commerce reported capital 


g and oil and gas com- 


panies in 1980 and a further $6 billion by utilities. Many more 
projects are still at the planning stage and will involve large 


expenditures in subsequent years. Ther 
Northeastern British Columbia, for ex 
$1 billion over the next several years. 
chewan Potash Corporation plans to s 
next 10 years, and heavy oil projects i 


ment of many billions of dollars. 


Company and 


mal coal developments in 
ample, could require nearly 
In Saskatchewan, the Saskat- 
pend $2.5 billion over the 

n Alberta will involve invest- 


Completion Cost 


project description date ($ million) Location 
British Columbia 
Electric power 
New power plants 
B.C. Hydro and Power Authority hydro 1983-84 1,600 Revelstoke 
hydro 1980 500 Pend d’Oreille River 
hydro 1980 410 Peace Canyon 
hydro 1987-88 1,500 Peace River, Site C 
transmission link 57 mainland to Vancouver 
Island 
Oil and gas 
Westcoast Transmission Co. Ltd. 
Gas transmission line (planned) 1983 183 Williams Lake to Comox 
Pacific Northern Gas Ltd. 
Gas transmission line 1983 75 Vancouver Island 
Mining 
British Petroleum 
Coal development 1983 400 near Chetwynd 
Carolin Mines Ltd. and Aquarius Group 
New gold mine 1981 20 Hope area 
Climax Molybdenum Corp. of B.C. Ltd. | 
Re-activate and expand molybdenum mine 1982 145 Alice Arm area 
Cominco Ltd. . 
Electrolytic and melting plant, zinc refinery 1982 210 Trail 
New zinc leaching plant na. 23 Trail 
Modernization of Sullivan lead-zinc mine 1985 20 Kimberley 
Dupont Canada Inc. 
New gold-silver mine and mill 1981 2 Chappelle 
Fording Coal Ltd. 
Expansion, coal mine 1982 115 Elkford 
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Imperial Oil Ltd. 


Re-open copper mine 1980 10 Stewart area 
Kaiser Resources Ltd. 

Expand coal preparation plant n.a. 16 Sparwood 

Addition to coke plant n.a 10 Sparwood 

New coal mine n.a 200 Greenhills 
Lornex Mining Corp. Ltd. 

Expansion, copper-molybdenum mine 

and mill n.a. 160 Highland Valley 
Newmont Mines Ltd., Similkameen Division 

Open-pit mines 1981 23 Copper Mountain 
Noranda Mines Ltd. 

Develop copper-zinc mine na 62 Goldstream Valley 
Shell Canada Ltd. 

Thermal coal development 1982 180 Lime Creek 
Teck Corp. Ltd. 

Copper-molybdenum mine and mill 1980 161 Highland Valley 
Valley Copper Mines 

Copper mine n.a. 300 Highland Valley 
Western Mines Ltd. 

Copper-lead-zinc mine 1983 20 Buttle Lake 
Alberta 
Electric power 

New power plants 
Alberta Power Ltd. thermal 1985-86 750 Sheerness 

thermal 1981 242 Battle River 

Calgary Power Ltd. thermal 1984 500 Keephills 
Edmonton Power _ thermal 1987-88 663 Genesee 
Oil and gas 
Amoco Canada Petroleum Co. Ltd. 

Oil sands pilot project 1982 46 near Fort McMurray 
Aquitaine Co. of Canada Ltd. 

Sulphur prilling plant 1981 10 Ram River 

Expansion, gas processing plant 1980 WH Ram River 
Chevron Standard Ltd. 

Gas processing plant 1981 10 West Pembina field 
Esso Resources Canada Ltd. 

Oil sands project 1985 6,000 Cold Lake 

Hydrocarbon processing plant n.a. 2 Everdell 

Expansion, gas facilities 1981 US Judy Creek field 
Foothills Pipe Lines Ltd. 

’Prebuild” for Alaska gas pipeline 1981 655 S.W. Alberta 
Gulf Canada Resources Inc. 

Gas processing plant 1982 200 Robb 
Gulf Canada Ltd. 

Expansion, oil refinery 1983 100 Edmonton 
Imperial Oil Ltd. 

Expansion, oil refinery 1982 100 Edmonton 
Shell Canada Ltd. 

Oil sands project (Alsands) 1987 6,000 Fort McMurray 

Oil refinery 1983 750 Edmonton 
Suncor Inc. 

Expansion, heavy oil plant 1982 200 Fort McMurray 
Suncor Inc. and Worldwide Energy Co. 

Heavy oil thermal recovery project 1987 75 Cold Lake area 
Mining 
Petro Canada 

Coal mine 1981 38 Kipp 
Forestburg Collieries Ltd. 

Coal mine 1982 n.a. near Sheerness 
Manalta Coal Ltd. 

Expansion, coal mine 1982 n.a. near Sheerness 
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Saskatchewan 


Oil and gas 
Husky Oil Ltd. 
Increase capacity, heavy oil refinery n.a. 55 Lloydminster 
Mining 
Amok Ltd. 
Phase 2, uranium mine and mill 1984 85 Cluff Lake 
Potash Corporation of Saskatchewan Ltd. 
Expansion, potash mine 1981 733 Rocanville 
Expansion, potash mine 1980 27 Lanigan 
Ideal Basic Industries Inc. 
Expansion, potash operations n.a. 26 Northern Saskatchewan 
Esso Minerals Canada, Numas Oil & Gas Livel_, 
Bow Valley Industries Ltd. 
New uranium mine-mill 1984 300 Midwest Lake 
International Minerals & Chemical Corp. 
Modernization, potash mine 1982 De Esterhazy 
Saskatchewan Mining and Development Corp., 
Uranerz Exploration and Eldor Resources 
Uranium mine 1983 300 Key Lake 
Manitoba 
Electric power 
New power plant 
Manitoba Hydro hydro 1989 n.a. Limestone, Nelson River 
Mining 
Hudson Bay Mining and Smelting Co. Ltd. 
Copper-zinc mine development 1982 10 near Snow Lake 
Inco Ltd. 
Ore processing 1980 10 Thompson 
Deepening Birchtree mine shaft 1982 31 Thompson 
Ontario 
Electric power 
New power plants 
Ontario Hydro thermal 1984-88 850 Atikokan 
thermal 1981 400 Thunder Bay 
nuclear 1983-87 4 200 Bruce B, Lake Huron 
nuclear 1982-84 2,900 Pickering, Lake Ontario 
nuclear 1988-91 7,000 Darlington, Lake Ontario 
Great Lakes Power Co. Ltd. 1982 95 Sault Ste-Marie 
Mining 
Campbell Red Lake Mines Ltd. 
Expansion, gold mine-mill 1982 10 Red Lake area 
New gold mine 1983 75 Detour Lake 
Denison Mines Ltd. 
Expansion, uranium mines 1984 250 Elliot Lake 
Dome Mines Ltd 
Expansion, gold mine n.a. 50 Porcupine area 
Domtar Inc. 
Expansion, rock salt mine 1982 25 Goderich 
Eldorado Nuclear Ltd. 
New uranium refinery 1982 130 near Port Hope 
Inco Ltd. 
Ventilation system, Creighton mine 1982 72 near Sudbury 
Preston Mines Ltd. 
Re-activate uranium mine 1984 186 Elliot Lake 
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Quebec 


Electric power 
New power plants 


Société d’énergie de la Baie James hydro 1979-85 15,000 James Bay area 
Hydro Québec hydro 1985 900 Manic River 
Mining 
Alcan Aluminum Ltd. 
New aluminum smelter 1981 200 ~=La Baie 
Asbestos Corp. 
Improvements, asbestos mine 1983 122 Thetford Mines 
Carey Canadian Mines 
Improving environmental controls 1980 iid East Broughton 
Dumagami Mines 
Molybdenum concentrator 1980 10 Cadillac 
Hudson’s Bay Oil and Gas Co. Ltd. and 
Selco Mining Corp. 
New concentrator 1981 80 —_Joutel 
Johns-Manville Canada Inc. 
Modernization, asbestos mine-mill 1981 77 Asbestos 
Kiena Gold Mines 
New gold mine 1982 22 Dubuisson Twp. 
Quebec Cartier Mining 
Improvements 1983 179 ~~ Port Cartier 
Teck Corp. Ltd. and Niobec Inc. 
Expansion, columbium mine 1981 10  St-Honoré 
Atlantic Region 
Electric power 
New power plants 
Newfoundland and Labrador Hydro 
Commission hydro 1980 83 Hinds Lake, Nfld. 
hydro 1982 155 Upper Salmon River, 
Nfld. 
Lower Churchill Development Corp. hydro n.a. 2,000 Muskrat Falls, Nfld. 
Nova Scotia Power Corporation hydro 
(tidal 
project) 1983 47 __ Bay of Fundy, N:S. 
New Brunswick Electric Power 
Commission nuclear 1981 1,100 Point Lepreau, N.B. 
Mining 
Brinco Ltd. 
Uranium mine (possible) n.a. 160  Kaipokok Bay, 
Labrador, Nfld. 
Brunswick Mining & Smelting 
Expansion and improvements, zinc-lead 
mine and smelter 1981 44 Bathurst, N.B. 
Brunswick Tin Mines Ltd. 
New tungsten-molybdenum mine and mill 1981 80 near Fredericton, N.B. 
Cape Breton Development Corp. 
Phase 2, Donkin coal mine 1981 30 Cape Breton Island, N.S. 
Denison Mines 
Salt-potash development 1983 150 Sussex, N.B. 
Home Oil 
Underground storage facilities 1983 100 Cape Breton Island, N.B. 
Potash Co. of America 
New potash mine 1981 265  ~Sussex, N.B. 
Yukon and Northwest Territories 
Mining 
Arvik Mines Ltd 
Zinc-lead mine development 1982 150 Little Cornwallis Island 
Cyprus Anvil Mining Corp. 
Mill expansion, lead-zinc mine 1981 72 near Faro, YT 
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Incentives to industry 


SOS SS oe 
ns 


Provincial 
incentives 


In an effort to attract new investment and industry, Canada’s 
provincial governments have developed a range of programs 
designed to provide professional, technical and financial services 


to both foreign and Canadian firms. These incentive programs vary 
from province to province according to their economic vocation, 
industrial structure and priorities. In addition to providing tech- 
nical assistance, such as the information and advisory services 
offered usually by their departments of industry and commerce, 
several provinces have created economic development corpora- 
tions which offer financial assistance in the form of subsidies, loan 
guarantees and participation in share capital. Other provincial 
corporations work with industry to take advantage of certain mar- 
ket opportunities. All these provincial incentives should be viewed 
together with the federal government’s programs and services. The 
latter were described in the last issue of the Review (volume 3, 


number 2). 


Newfoundland 


“Energy” could become a key word in 
Newfoundland’s future economic vocabu- 
lary. The province has already harnessed 
enormous reserves of hydroelectric power. 
In addition, several years of intensive off- 
shore oil exploration have produced some 
very promising results. Currently, however, 
the cornerstones of the province’s eco- 
nomy are fishing, pulp and paper and 
mining, particularly iron ore. Uranium and 
gold have also been found. Newfoundland 


has a limited manufacturing sector in elec- 


tronics and food and beverages. The prov- 
ince’s scenic beauty and unique folklore 
have made it the site for the development 
of a significant tourist industry. 


| Newfoundland and Labrador 
Development Corporation 
Limited 


The Corporation assists small- and 
medium-sized business enterprises in the 
primary and manufacturing sectors to 
carry out capital projects not exceeding 
$2.5 million by lending up to 80 percent 
of the total capital costs for up to 15 
years at the prevailing interest rate. The 
Corporation can provide up to 49 percent 
of equity requirements with holdings to be 
in the form of preference shares. 

To encourage the secondary and final 
processing of fish and fish products, the 
Department provides loans, interest free 
for the first two years if principal repay- 
ment is within program guidelines, for the 
purchase of suitable machinery and equip- 
ment approved by the Department. Con- 


tact: Newfoundland and Labrador Devel- 
opment Corporation, P.O. Box 1738, 

44 Torbay Road, St. John’s, Newfoundland, 
Canada A1C 5P5. 


Department of Industrial 
Development 


The Department has a marketing and 
product development program for small- 
and medium-sized companies in which it 
provides up to 50 percent of a project’s 
total cost, which cannot exceed $50,000. 
Contact: Department of Industrial Devel- 
opment, Confederation Building, St. John’s, 
Newfoundland, Canada A1C 517. 


Department of Rural 
Development 


The Department offers rural develop- 
ment authority loans to encourage the 
development of small resource-based in- 
dustries. It provides interest-free loans of 
up to $20,000 for the purchase of land or 
buildings, or the construction or renova- 
tion of buildings, and the purchase of 
equipment and machinery. Loans can also 
be used for working capital. 

Development grants, covering up to 50 
percent of approved capital costs, are 
offered to manufacturing and processing 
industries and to industries utilizing the 
primary resources of the province. Manu- 
facturing and processing companies that 
wish to establish themselves, expand or 
modernize can receive up to 50 percent of 
approved capital costs for projects not ex- 
ceeding $25,000. The same kind of grant is 
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available for industries utilizing the pri- 
mary resources of the province, the differ- 
ence being the maximum value of the 
projects which is $60,000 for establish- 
ment purposes and $30,000 for expansion 
purposes. In addition, grants, covering up 
to 75 percent of approved costs, are 
offered for research and development 
projects not exceeding $10,000, which may 
lead to the establishment or expansion of 
manufacturing or processing facilities 
within the province or the utilization of 
the province’s primary resources. Contact: 
Department of Rural Development, Con- 
federation Building, St. John’s, Newfound- 
land, Canada A1C 517. 

A number of other programs are avail- 
able. Interested readers should contact the 
Planning and Priorities Secretariat, Execu- 
tive Council, Confederation Building, 

St. John’s, Newfoundland, Canada A1C 517 


Prince Edward Island 


Prince Edward Island is Canada’s small- 
est province. Traditionally, agriculture and 
fishing have been its economic corner- 
stones. The Island’s charming scenery has 
made tourism one of the province’s prin- 
cipal industries. In recent years, however, 
the province has enjoyed considerable in- 
dustrial growth, notably in specialized 
manufacturing and food processing. This 
has added greater balance to the prov- 
ince’s economy. Prince Edward Island has 
two significant industrial programs for the 
development of light industry. 


industrial Enterprises 
Incorporated 


This organization provides serviced 
lands and facilities in industrial parks at 
attractive rates and flexible terms. It also 
provides assistance for capital expendi- 
tures in the form of first mortgage loans 
on real estate and equipment. Contact: 
Industrial Enterprises Incorporated, West 
Royalty Industrial Park, Charlottetown, 
Prince Edward Island, Canada C1E 1BO 


Industrial Assistance Program 


Administered by the Department of 
Industry and Commerce, the program pro- 
vides financial assistance in the form of 
interest-free forgivable performance loans 
(FPL) to manufacturing and processing 
businesses, as well as to selected service 
industries. Eligible manufacturing and pro- 
cessing businesses may receive a Maxi- 
mum FPL of up to $30,000 for any one 
project. In addition, the program provides 
assistance for the purchase of new, used 
or reconditioned equipment and machine- 
ry. It also assists in the financing of con- 
struction or renovation of production 
facilities. Financing for the program is on 


a joint federal-provincial basis. Contact: 
Department of Industry and Commerce, 
P.O. Box 2000, Charlottetown, Prince 
Edward Island, Canada C1A 7N8 


Nova Scotia 


A peninsula situated on the Atlantic 
coast, Nova Scotia has developed an inter- 
national reputation for its oceanographic 
and aquacultural research. Fishing is 
naturally one of the province’s most im- 
portant industries. Nova Scotia has a long 
mining history with its significant deposits 
of coal, lead and zinc. In addition, the 
province has been the setting for consid- 
erable off-shore oil and gas exploration. 
Manufacturing in Nova Scotia is based 
principally on resource processing, 
although companies such as Crossley- 
Karastan, Volvo and Michelin have an 
increasing input to the economy of the 
province. There is also a growing number 
of high-technology industries related to 
ocean industry, an area which is receiving 
keen attention from business and govern- 
ment as the province trains its attention to 
profiting from the 200-mile economic 
zone. The province also has a vigorous 
tourist industry. Nova Scotia is and has 
always been an active trading province, as 
is shown by the tonnage which passes 
through its capital, Halifax, which also is 
one of the largest ports on the east coast. 


Industrial Estates Ltd. 


Industrial Estates Ltd. is a crown corpo- 
ration for the development of secondary 
industry in Nova Scotia. It provides long- 
term loans on 20-year first mortgages on 
100 percent of the cost of land and build- 
ings of secondary manufacturers and up 
to 60-percent financing of machinery with 
10 years to repay. Contact: Industrial 
Estates Ltd., 5151 George Street, 7th Floor, 
Halifax, Nova Scotia, Canada B3J 1M5 


Nova Scotia Department of 
Development 


The Nova Scotia Department of Devel- 
opment is responsible for the development 
of businesses and industry. It offers loans 
to primary industries, tourism and fishing 
through the Nova Scotia Resources Devel- 
opment Board. The department also has 
specific assistance programs in marketing, 
management development, product design 
and development and opportunity identifi- 
cation, as well as a rural industry program 
offering capital grants to businesses 
wishing to expand, establish or modernize 
outside the Halifax-Dartmouth area. An 
industrial malls program encourages new 
small businesses and industries with rental 
and other assistance in the first year of 
their existence. Other programs are 


offered by the departments of agriculture, 
lands and forests, tourism, labour, fisheries 
and education which may be relevant to 
businesses and industries. Contact: Nova 
Scotia Department of Development, 5151 
George Street, Halifax, Nova Scotia, 
Canada, B3) 1M5 


New Brunswick 


New Brunswick offers some very real 
geographic advantages to investors; on 
one side of the province is its common 
border with the United States and on the 
other, its seaports provide easy access to 
both North American and European mar- 
kets. As a result, New Brunswick is an 
important trade area on the Atlantic coast. 
Agriculture, forestry and mining are all 
important economic activities in the prov- 
ince. In recent years, manufacturing has 
grown significantly, particularly pulp and 
paper, food processing and non-ferrous 
metals. 


Department of Commerce and 
Development 


The Department offers firms established 
in New Brunswick an extensive support 
program in the areas of management, mar- 
keting, production and distribution. The 
Department also seeks out and processes 
new industrial projects, and evaluates 
applications for financial assistance sub- 
mitted to the New Brunswick Industrial 
Development Board by entrepreneurs 
wishing to establish businesses in New 
Brunswick. Contact: The Department of 
Commerce and Development, P.O. Box 
6000, Fredericton, New Brunswick, 
Canada, E3B 5H1 


New Brunswick Industrial 
Development Board 


The Board offers financial assistance to 
firms in the form of direct loans, bonds or 
loan guarantees, or the acquisition of 
shares. The Board also administers a joint 
federal-provincial grant and loans program 
for small businesses. Contact: The Depart- 
ment of Commerce and Development, 
P.O. Box 6000, Fredericton, New Bruns- 
wick, Canada E3B 5H1 


Provincial Holdings Ltd. 


This Crown corporation has holdings in 
the share capital of manufacturing com- 
panies located in New Brunswick. The 
agency can hold equity in manufacturing 
and processing industries that wish to 
become established in New Brunswick. 
Contact: The Department of Commerce 
and Development, P.O. Box 6000, Fred- 
ericton, New Brunswick, Canada E3B 5H1 
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Quebec 


Quebec has a wealth of natural 
resources on which it can base further 
economic expansion. The province has a 
relatively strong industrial base, particu- 
larly in aeronautics, shipbuilding and pub- 
lic transport equipment. It has strong 
growth prospects in the machinery and 
electrical products industries. Quebec's 
tremendous reserves of hydroelectric 
power, available at a very competitive 
price, make the province an attractive 
location for the development of highly 
productive manufacturing industries, par- 
ticularly in the electrometallurgical and 
electrochemical sectors. Also worth men- 
tioning are Quebec’s relative strength and 
technological competence in transport 
equipment, communications instruments, 
electrical equipment and pharmaceuticals. 


Quebec Industrial Development 
Corporation (QIDC) 


The QIDC is the Government of Que- 
bec’s principal tool for providing financial 
asistance to manufacturing firms estab- 
lished in Quebec. This assistance is 
offered in different forms according to the 
nature and needs of the recipient firm: 
loans at prevailing market interest rates; 
partial reimbursement of debt costs: par- 
tial reimbursement of loans when certain 
criteria are met; and participation in share 
capital. Contact: Quebec Industrial Devel- 
opment Corporation, 1126 Chemin Saint- 
Louis, Room 700, Sillery, Quebec, Canada 
GS TES 


Fiscal incentives for industrial 
development 


These incentives are based on an indus- 
trial development fund designed to assist 
small- and medium-sized firms through 
fiscal abatement and a tax rebate to en- 


_ courage regional industrial development in 
_ the manufacturing sector. Contact: Indus- 


trial development fund administration, 


_ Department of Industry and Commerce, 


710 Place d’Youville, Room 403, Quebec, 


- Quebec, Canada G1R 4Y4 


Department of Industry and 
Commerce 


The Department provides technical serv- 


_ices to firms in marketing, financing, man- 
_agement, manpower and production, the 


negotiation of licensing agreements, 
market studies and statistics. It has per- 


-manent delegations or economic coun- 
sellors in Atlanta, Boston, Brussels, 


Chicago, Dallas, Dusseldorf, London, Los 
“Angeles, Milan, New York, Paris, Tokyo 
and Toronto. Contact: Quebec Depart- 
ment of Industry and Commerce, Indus- 
trial Promotion Branch, 1 Place Ville- 


Marie, Suite 2300, Montreal, Quebec, 
Canada H3B 3M6 


Quebec enterprise development 
corporations (SODEQ) 


These are private corporations that 
invest in small- and medium-sized Quebec 
manufacturing firms to which they offer 
management assistance. Contact: Depart- 
ment of Industry and Commerce, Enter- 


prise services branch, 710 Place d’Youville, 


8th Floor, Quebec, Quebec, Canada 
GIR 4Y4 


SOQUEM, SOQUIM, SOQUIP, 
SOQUIA, REXFOR 


These Quebec government-owned 
societies are involved in financial partic- 
ipation in joint ventures with Canadian or 
foreign private sector investors in the 
mining sector (SOQUEM), oil and gas 
(SOQUIP), agriculture and food industries 
(SOQUIA) and forestry (REXFOR). Contact: 
Quebec Ministry of Industry and Com- 
merce, Industrial Promotion Directorate, 
Place Ville-Marie, Suite 2300, Montreal, 
Quebec, Canada H3B 3M6 

Processing firms can also receive 
exemptions from the provincial sales tax 
on certain products, tax rebates on fuel 
purchases and on industrial machinery 
used for processing in Quebec. 


Ontario 


Ontario is one of Canada’s most impor- 
tant centres of economic activity. Of all 
the provinces, it has the largest number of 
manufacturing firms and is the home of 
numerous head offices. Its capital, 
Toronto, is the financial heart of this 
country and the service industry is highly 
concentrated there. Its most important in- 
dustries are automobile manufacturing, 
steel, tourism, mining and pulp and paper. 
The Government of Ontario offers various 
programs which provide financial incen- 
tives and advisory services to stimulate 
the economy and create jobs. 


Development Corporations 


Ontario has three development corpora- 
tions: the Ontario Development Corpora- 
tion, the Eastern Ontario Development 
Corporation and the Northern Ontario 
Development Corporation. They are re- 
sponsible for the administration of the 
Ontario Business Incentive Program, which 
offers special incentives to encourage the 
establishment of new manufacturing enter- 
prises and the expansion of existing indus- 
tries. Loans made under the program are 
repayable, but repayment may be deferred 
and interest waived for up to five years. 

The corporations also assist manufac- 
turing, service industries, tourist operators 


and exporters who want to expand and 
establish new facilities or to market new 
products and technology. This assistance 
can include industrial mortgages, lease- 
backs, export assistance, business Capital 
loans and small business loans. Funding to 
the corporations is being doubled to $25 
million in 1980-81 and its credit limit 
under the export support loan program is 
being raised to $1 million from $500,000. 
Contact: Ontario Development Corpora- 
tion, Mowat Building, 900 Bay Street, 
Toronto, Ontario, Canada M7A 2E7 


Employment Development 
Board 


An Employment Development Fund was 
created in 1979 to stimulate growth of 
Ontario’s economy by attracting new 
investments. Applications for assistance by 
Ontario businesses are judged on a case- 
by-case basis in terms of how well they 
satisfy the objectives of the Board, which 
also must consider competing requests 
and the funds available. Applications for 
less than $250,000 should be directed to 
the Ontario Development Corporation. 
Contact: Program Director, Ontario Em- 
ployment Development Board, 6th Floor, 
Hearst Block, 900 Bay Street, Toronto, 
Ontario, Canada M7A 2F1 


Small Business Development 
Corporations Program 


Incentives in the form of a share credit 
program are provided to encourage equity 
investment in Ontario-based small busi- 
ness ventures. The incentives are available 
only on new issues of SBDC shares. 

Subject to certain conditions, investors 
may establish their own small business 
development corporation through a 
straightforward registration procedure. In 
1980-81, the minimum capital requirement 
for an SBDC is $100,000. Businesses in- 
volved in mining, oil and gas exploration, 
development and production do not qual- 
ify as eligible investments, but will be 
handled in separate incentive programs. 

For individuals, upon receipt of their 
share certificates from the SBDC, they 
may apply to the Ontario Ministry of 
Revenue for their share credit. A special 
statement concerning the share purchase 
will be provided by the SBDC to the Min- 
istry of Revenue for this purpose. For cor- 
porations, the statement will be submitted 
to the Ministry of Revenue and, when 
approved, installment payments not fully 
applied in the year of investment may be 
carried forward indefinitely. Contact: 
Taxation and Fiscal Policy Branch, Min- 
istry of Treasury and Economics, Parlia- 
ment Buildings, Queen’s Park, Toronto, 
Ontario, Canada M7A 1Y7 or SBDC Pro- 
gram, Ministry of Revenue, Parliament 
Buildings, Queen’s Park, Toronto, Ontario, 
Canada M7A 2B3 
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Ministry of Industry and 
Tourism 


Ontario’s Ministry of Industry and 
Tourism offers industry services to manu- 
facturing companies and service industries 
to expand in the province, to find new 
business opportunities, to seek out and 
apply new technologies, to establish new 
production facilities and to market their 
products domestically and internationally. 
it also makes available an array of trade 
services to identify and develop export 
markets, to assist selected industries to 
increase export market penetration, to 
identify and develop import replacement 
opportunities and to help target industries 
increase their share of the domestic 
market. Contact: Ontario Ministry of In- 
dustry and Tourism, Parliament Buildings, 
Queen’s Park, Toronto, Ontario, Canada 
M7A 251 


Manitoba* 


Gateway to Canada’s West, Manitoba 
has an economy based primarily on agri- 
culture and mining. In recent years, how- 
ever, the province has seen its economic 
base expand and diversify as a result of a 
growing manufacturing industry which is 
less closely tied to natural resources. 


Department of Economic 
Development and Tourism 


For the next three years, the major 
thrust of the Department’s programs for 
business will be the $44-million federal- 
provincial Industrial Development Agree- 
ment known as Enterprise Manitoba, 
whose purpose is to stimulate growth tn 
the manufacturing sector by focussing on 
six specific industries: aerospace, elec- 
tronics, food and beverages, health care 
products, light machinery and transporta- 
tion. In addition to the direct funding 
assistance provided to business by Enter- 
prise Manitoba, the Department provides 
strong service support through its pool of 
experienced industrial consultants. 

The Department offers a variety of pro- 
grams to business. The Rural Small Enter- 
prise Incentives Program provides interest- 
free forgiveable loans to manufacturing, 
processing or related maintenance or 
repair businesses: for new firms, the loans 
are on the basis of 50 percent of eligible 
capital costs up to $30,000; for existing 
businesses, they are on the basis of 30 
percent of eligible capital costs up to 
$18,000. To be eligible, businesses must 
have yearly sales not exceeding $500,000 
and be located outside Winnipeg and 
adjacent municipalities. 

Advance factory space can be provided 
in one of the two Enterprise Development 


Centres located in Brandon and Winnipeg 
to businesses that are new or that are 
introducing a new product or are em- 
barked on a marked departure from pre- 
vious operations. Self-contained modules 
of factory space, ranging in size from 
1,350 m2 to 3,600m?, will be offered to 
businesses on a cost-shared basis. Also 
offered through the Enterprise Develop- 
ment Centres, specifically for small manu- 
facturing firms, are technical and business 
consulting services for the purpose of im- 
proving products, sales and profitability, 
upgrading management skills, and starting 
or expanding businesses. Expertise will be 
available generally through staff resources 
at the Centres, but provision has been 
made for cost-sharing of up to 50 percent 
of the cost of hiring private consultants 
when highly specialized expertise is 
required. 

The Department also has a Human 
Resources Management program which 
offers educational programs and courses 
to Manitoba businesses to assist them in 
upgrading their management skills, specif- 
ically as they relate to human resources. 
Contact: Department of Economic Devel- 
opment and Tourism, 155 Carlton Street, 
Winnipeg, Manitoba, Canada R3C 3H8 


Market Development Group 


The Market Development Group coor- 
dinates export sales and administers a 
promotional assistance program which 
provides cost-shared financing for par- 
ticipation in trade fairs and missions, 
assistance related to incoming buyers and 
general promotional activities. 

The Manitoba Trading Corporation, an 
arm of the Market Development Group, 
provides export financing by extending 
credit to agents, distributors and organiza- 
tions. The Corporation may act as an ex- 
port merchant by taking title to presold 
export orders, or may act as an agent. 
Contact: Market Development, Depart- 
ment of Economic Development and 
Tourism, 155 Carlton Street, Winnipeg, 
Manitoba, Canada R3C 3H8 


Travel Manitoba 


Operators of packaged tours within or 
bringing visitors to Manitoba are assisted 
with grants for the initial development 
and marketing of new tour products. 
Grant assistance to a maximum of $15,000 
or 50 percent of approved costs in the 
first year and $3,000 or 25 percent of 
approved costs in the second year of a 
new product may be obtained. 

Consultative, research and advisory 
services to prospective investors in the 
tourism industry in Manitoba are also pro- 
vided. Contact: Travel Manitoba, Depart- 
ment of Economic Development and 
Tourism, 155 Carlton Street, Winnipeg, 
Manitoba, Canada R3C 3H8 


Manitoba Design Institute 


The Institute provides consulting and 
advisory services for market research, 
design and redesign of products, graphic 
materials and packages. Assistance fund- 
ing is also made available. Contact: Mani- 
toba Design Institute, 155 Carlton Street, 
Winnipeg, Manitoba, Canada R3C 3H8 


Manitoba Research Council 


The Council provides technical assist- 
ance by industrially experienced scientists 
and engineers in the general area of prod- 
uct and processes development, raw mate- 
rial selection and testing, product testing, 
quality control, product costing and so on. 
Contact: Manitoba Research Council, 155 
Carlton Street, Winnipeg, Manitoba, 
Canada R3C 3H8 


Saskatchewan* 


Saskatchewan is Canada’s most impor- 
tant agricultural province and, given the 
importance of this industry to the prov- 
ince’s economy, it is not surprising that a 
number of agricultural equipment manu- 
facturers have established themselves 
there. In addition, Saskatchewan is the 
home of the Canadian West's largest steel 
industry and its production of iron and 
steel products has been steadily growing. 
The province has a special interest in in- 
dustries related to food processing, elec- 
tronics, plastics, pharmaceuticals and 
those supplying its growth resource sector, 
particularly petroleum, uranium and 
potash. 


Department of Industry and 
Commerce 


The Department of Industry and Com- 
merce offers a multitude of development 
programs to assist manufacturers and pro- 
cessors located in the province. These in- 
clude: the Aid to Trade Program for manu- 
facturers who wish to extend their market 
areas through promotion; the Product 
Development Program to help develop 
new products and to finance tests; the 
Management Development Program; the 
Small Business Interest Abatement Pro- 
gram and the Small Industry Development 
Program. These programs provide assist- 
ance up to 50 percent of approved costs, 
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*Manitoba, Saskatchewan, as well as the 
Yukon Territories are designated regions for 
federal industrial incentives provided by 
the Department of Regional Economic Ex- 
pansion (DREE). Reference to them was 
omitted in the last issue of the Foreign 
Investment Review, in which federal incen- 
tive programs were summarized. 
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except for the latter which provide forgiv- 
able loans, according to region and popu- 
lation, and abatement grants. Contact: 
Saskatchewan Department of Industry and 
Commerce, Power Building, 7th Floor, 
Regina, Saskatchewan, Canada S4P 3V7 


Saskatchewan Economic 
Development Corporation 
(SEDCO) 


Provides mortgages up to 20 years, loan 
guarantees, venture capital and industrial 
land for lease or sale. Contact: Saskat- 
chewan Economic Development Corpora- 
tion, 1106 Winnipeg Street, Regina, Saskat- 
chewan, Canada S4R 6N9 


Alberta 


With its abundant petroleum, natural 
gas and coal resources, Alberta is 
Canada’s most important energy-producing 
province. In addition to intense explora- 
tion and development activities in 
Alberta’s conventional and non-conven- 
tional energy resources, the manufacturing 
and service sectors have grown extensive- 
ly. Alberta is also an important agricul- 
tural producer, particularly in grains and 
livestock. The volume of government 
revenues from petroleum production 
royalties and exploration and development 
permits has made it possible for Alberta to 
have the lowest personal and corporate 
income tax rates in Canada. 


_ Department of Economic 
- Development 


The Department offers a variety of serv- 
ices relevant to industry. Its Strategic 
Planning Services are responsible for coor- 

_ dinating economic activity related to a 

_ number of government departments. Its 

_ Industry Development Branch has as its 

_ goal to improve the performance of Al- 

_ berta’s manufacturing and processing 

| industries by means of sector develop- 

_ment programs, business expansion assist- 

ance and new-business establishment pro- 

_grams. The Department offers marketing 

“services, seeking to match product and 
_manufacturing capacities with domestic 
and foreign market opportunities as well 
_as assisting business on marketing prob- 
lems. The Department also offers trade- 
development services by assisting the 
‘industrial and consulting sectors to expand 
export sales through trade shows, exhibits, 
‘Missions, joint ventures and licensing 
opportunities. Contact: Department of 
Economic Development, Government of 
‘Alberta, Industry Development Branch, 
9th Floor, Pacific Plaza, 10909 Jasper 
Avenue, Edmonton, Alberta, Canada 
T5J OM8 


Alberta Opportunity Company 


The company provides funds for 
growth, expansion and diversification of 
industry when other forms of conventional 
financing are not readily available. This 
includes direct loans at market rates for 
up to 15 years and loan guarantees. Em- 
phasis is placed on small business in 
smaller communities. Contact: Alberta 
Opportunity Company, P.O. Box 1860, 
Ponoka, Alberta, Canada TOC 2HO 


Department of Tourism and 
Small Business 


The Department aims to develop 
Alberta as a year-round destination for 
tourists by offering marketing and devel- 
opment services to the tourist industry. 
Small business is assisted by means of 
counselling activities, management con- 
sulting, small business guides, community 
economic development, and an industrial 
land and business site location program. 
Contact: Department of Tourism and 
Small Business, Government of Alberta, 
16th Floor, Capital Square, 10065 Jasper 
Avenue, Edmonton, Alberta, Canada 
T5J OH4 


British Columbia 


Canada’s Pacific province, British 
Columbia has an extensive export-oriented 
resource-based economy in which forestry, 
mining, fishing and agriculture predo- 
minate. British Columbia’s geographical 
position has made it a natural site for the 
development of important export indus- 
tries with direct access to Pacific Rim and 
other world markets. In fact, the prov- 
ince’s largest city, Vancouver, is Canada’s 
gateway for trade with Japan, China and 
other Asian countries, the Western United 
States, Latin America and Europe. British 
Columbia’s principal manufacturing firms 
are closely tied to the province’s natural 
resources, essentially forest products, pulp 
and paper, mineral commodities and 
hydrocarbons. Several of the province’s 
industries have recently experienced sub- 
stantial growth with pulp and paper, 
lumber and plywood production and fish 
products heading the list. 


Ministry of Industry and Small 
Business Development 


The Ministry offers a variety of pro- 
grams designed to stimulate industrial and 
export development, especially in second- 
ary manufacturing. Its export services in- 
clude programs related to trade missions, 
market development, incoming buyers and 
trade shows. The Ministry’s technical serv- 
ices assist Companies to expand their facil- 
ities, diversify their product lines or estab- 
lish new businesses by means of financial 


support for hiring outside professionals to 
help develop corporate plans and opera- 
tions. 

The Ministry also coordinates and man- 
ages a number of federal-provincial pro- 
grams designed to encourage the eco- 
nomic and industrial development of the 
province. One such program is a $70-mil- 
lion agreement to provide assistance for 
research, regional economic development 
commissions, small business and commu- 
nity industrial development (industrial 
parks, sites, malls and advance factory 
space). A $60-million agriculture and rural 
commissions, small business and commu- 
nity industrial development (industrial 
parks, sites, malls and advance factory 
space). A $60-million agriculture and rural 
development program provides assistance 
for research, planning, training, market 
promotion, coordinated resource manage- 
ment, primary resource development, 
support services and community develop- 
ment. A third program, the result of a 
$50-million agreement, provides assistance 
to the province’s tourist industry. All these 
programs have geographical target areas 
which generally exclude the areas in and 
around Vancouver and Victoria. Because 
of geographical exclusions, the Ministry 
has implemented, on a year-by-year basis 
a low-interest loan program for small busi- 
nesses in the Vancouver and Victoria 
areas. Contact: Director, Business Devel- 
opment, Ministry of Economic Develop- 
ment, Robson Square, 800 Hornby Street, 
Vancouver, British Columbia, Canada 
V6Z 2C5; or, Assistant Deputy Minister, 
Program Implementation and Coordination 
Branch, Ministry of Economic Develop- 
ment, Parliament Buildings, Victoria, 
British Columbia, Canada V8V 1X4 


British Columbia Development 
Corporation (BCDC) 


The BCDC provides financing in the 
form of term loans, loan guarantees, per- 
formance bonds, indemnities to chartered 
banks and leasing of buildings. While 
there is no limit on the amount of funds 
the Corporation may provide, in large- 
scale projects it prefers to provide assist- 
ance in conjunction with other financial 
institutions. As well as its own corporate 
lending activity, the BCDC administers the 
province’s Low Interest Loan Assistance 
Program by virtue of which loans can be 
made to manufacturing or processing busi- 
nesses that wish to modernize, expand or 
establish in the less developed areas of 
the province. Finally, the BCDC provides 
serviced land on a sale or lease basis to 
secondary manufacturing and related serv- 
ice industries. Land is available through 
the Land Development Division. The 
BCDC acts as project manager of large 
Capital projects in British Columbia. Con- 
tact: British Columbia Development Cor- 
poration, 272 Granville Square, 200 Gran- 
ville Street, Vancouver, British Columbia, 
Canada V6C 1S4 
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Statistical tables 
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REVIEWAB LE ACQUISITION Table 1 — Outcome or status First six months 
CASES* 1976 1977 1978 1979 WA, 1980 
Reviewable new cases 171 261 360 380 195 AS 
Carryover from previous period 54 65 73 106 106 114 
Total of above 225 326 433 486 301 WDE 
Total resolved 160 253 327 3/22 176° 182 
Allowed 124 231 282 320 152 151 
Disallowed 19) 12 28 24 5 19 
Withdrawn WA 10 Vs 28 Os A? 
Carried over to next period 65 73 106 114 PAS: 111 
Allowed cases as percent of resolved (%) 78 91 86 86 86° 83 
Value of assets, all cases ($000,000) 1,069 1,145 4,491 4049" 2,138 1,134 
Table 2 — Country of control First six months 
1976 1977 1978 1979 1979 1980 
Total 171 261 360 380 95 AAS) 
United States 109 WAL 243 248 ley 101 
United Kingdom 23 40 47 52 Pap 30 
Other Europe 34 41 By 68 25 34 
Austria = = = 1 it = 
Belgium 1 2 1 2. “iy - 
Denmark - 2 1 1 - 1 
Finland - - - 2 - 1 
France 6 6 5 9 6 5 
Germany, West 10 5 le 22 10° 9 
Greece = = - il st! - 
Italy 1 3 1 2 : 2 
Liechtenstein = - 1 1 - 1 
Luxembourg 3 - 1 - = = 
Netherlands - 4 8 6 - 5 
Norway - - il - r - 
Spain - - - 1 - - 
Sweden 8) 2 7 13 4 4 
Switzerland 4 i 9 7 Z 6 
All other 5 9 18 WZ 6 14 
Australia - 1 - 3 = 3 
Bermuda 1 - - 1 1 1 
Japan 3 3 7 2 1 2 
Others 1! 5 11 6 4 8 
Allowed cases as percent of resolved % % % % % % 
United States 73 91 87 85 89 81 
United Kingdom 82 95 78 87° 90 86 
Other Europe 86 90 89 88 83 89 
All other 100 80 80 93 89 92 
Table 3 — Industrial sector First six months 
1976 WY 1978 SAD) 1979 1980 
Total 171 261 360 380 95 179 
Primary 5 20 30 29 18 9 
Agriculture, fishing and trapping 2 4 5 4 1 = 
Forestry - 1 1 - - 1 
Mines, quarries, oil wells 13 5 24 25 17 8 
Manufacturing 8) 108 162° 178 VAY al 
Food, beverage and tobacco 9 15 15 14 i 5 
Rubber, plastic and leather 4 6 12 5 1 3 
Textiles, knitting and clothing 3 5 4 14 7 3 
Wood, furniture and paper 7 12 14 10 4 3 
Printing, publishing, and allied 1 2 4 5 2 2 
Primary metal and metal fabrication 19 12 20 34 135 11 
Machinery and transport equipment 7 14 28° 43 DT. 15 
Electrical products 11 12 16 20 12 12 
Non metallic mineral products g 5 8 4 3 2 
Petroleum and coal products 2 1 1 1 - = 
Chemical 15 10 22 “ye 9 6 
Miscellaneous 6 14 18 11 2 9 
Construction and services 63 133 168° 173 90° 99 
Construction 2 3 1 6 3 2 
Transportation, communication, utilities ) 10 10° 9 3 3 
Trade 38 72 101° 93 5s 59 
Finance, insurance, real estate 8 15 9 TZ 3 9 
Community, business, personal services 6 33 375 53 26 26 


* Provision for review of acquisitions came into force April 9, 1974. 
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REVIEWABLE NEW 
BUSINESS CASES* 


Table 4 — Outcome or status 


First six months 


1976 SYA 1978 1979 1979 1980 
Reviewable new cases 196 328 331 379 183° 199 
Carryover from previous period 6 58 52 64 64 70 
Total of above 202 386 383 443 247° 269 
Total resolved 144 334 319 373° 160r 182 
Allowed 115 ZO, YS 3235 139 160 
Disallowed 9 le Zl JER if 14 
Withdrawn 20 25 25 28 14° 8 
Carried over to next period 58 SP 64 70° 87" 87 
Allowed cases as percent of resolved (%) 80 89 86 87 ‘ey! 88 
Planned investment, all cases ($000,000) 324 803 623) 202 107 339 
Table 5 — Country of control First six months 
1976 1977 1978 1979 1979 1980 
Total 196 328 331 379 183° 199 
United States 90 184 192° 205 111 114 
United Kingdom 22 30 26 45 18 14 
Other Europe 63 85 80 82 33° 57 
Austria - = 3 a = 1 
Belgium 1 - 1 5 2 = 
Denmark 5 6 4 2 1 4 
Finland 1 1 1 7 Bi 1 
France ©) 17 16 15 4° 5 
Germany, West 22 26 18 Lo oy 12 
Gibralter ~ - ~ = = 1 
Greece - 1 1 - - 1 
Ireland - - 1 -t - 
Italy 9 10 10 gy 10 
Liechtenstein 22 - - - - 1 
Luxembourg - - 1 - - - 
Monaco - 1 - - ~ - 
Netherlands 2 3 1 4 1 6 
Norway - 3 3 1 1 2 
Portugal - - 1 - - - 
Spain 1 - 2 1 fy 2 
Sweden 3 9 5 6 Z i 
Switzerland 8 8 W2 15 6 4 
All other 21 2S) 380 47 21 14 
Australia 2 3 3 2 1 2 
Hong Kong 3 3 3 4 1 3) 
India 3 1 1 1 1 - 
Japan 4 10 6 7 6 1 
Others 9 12 20° 73} 12 8 
Allowed cases as percent of resolved % % % % % % 
United States 73 88 86 86 90 92 
United Kingdom 93 82 85 92 93 88 
Other Europe 80 95 87 88 84 90 
All other 91 81 79 83 82 61 
Table 6 — Industrial sector First six months 
1976 WAH 1978 1979 1979 1980 
Total 196 328 331 379 183° 199 
Primary 2 22 27 16 12 22 
Agriculture, fishing and trapping 2» 6 2 - = 4 
Forestry - 2 2 1 1 ( 
Mines, quarries, oil wells 10 14 D3 15 11 il 
Manufacturing 67 94 99 100 50° 60 
Food, beverage and tobacco 3 7, 6 11 5 5 
Rubber, plastic and leather 4 5 5 9 5 6 
Textiles, knitting and clothing 4 9 5 8 3 3 
Wood, furniture and paper 5 5 6 9 2 4 
Printing, publishing, and allied - - 4 5 2 1 
Primary metal and metal fabrication 15 Ue 2 13 8" 15 
Machinery and transport equipment 6 19 19 20 135 5 
Electrical products 7 5 i 8 4 10 
Non metallic mineral products 3 5 6 1 - 2 
Petroleum and coal products ~ - - - - - 
Chemical 6 3 6 Zi 5 6 
Miscellaneous 14 7 23 9 3 3 
Construction and services ANG (7/ 212 205 263 121 117 
Construction 4 4 14 {2 OF 6 
Transportation, communication, utilities 10 5 11 iit 5 5 
Trade 68 133 103° 156 69 63 
Finance, insurance, real estate 10 16 11 14 6 3 
Community, business, personal services 25 54 66° 70 S20 40 


* Provisions for review of new businesses came into force October 15, 1979 
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Books 
——— 


international business and investment 


International Business Prospects 1977-1999 


Van Zandt, Howard F. (editor) 
Indianapolis: Bobbs-Merrill Company, 1978 


Seven papers on the future of interna- 
tional business. Originally presented as 
part of a ‘Key Issues” lecture series spon- 
sored by International Telephone and 
Telegraph Corporation, they cover invest- 
ment prospects in several regions, human 
relations, tourism and travel, and food and 
energy needs. 


Working on the Quality of Human Life: 
Developments in Europe 


International Council for the Quality of 
Working Life 

Boston, The Hague and London: Martinus 
Nijhoff, 1979 


Papers covering programs, projects and 
issues in connection with improvements in 
the quality of working life in a number of 
European countries. 


Going International: The Experience of 
smaller companies overseas 


Newbould, Gerald D.; Peter J. Buckley and 
Jane Thurwell 


New York: John Wiley & Sons, 1979 
London: Associated Business Press, 1978 


Based on interviews with management 
of 43 smaller companies that had recently 
set up their first overseas operating subsid- 
iary, this study seeks to identify the fac- 
tors which promote success in such a 
venture. 


Assessment of Managers: An International 
Comparison 


Bass, Bernard M. and Philip C. Burger in 
collaboration with Robert Doktor and 
Gerald V. Barrett 


Riverside, N.J.: The Free Press, 1979 


An international survey of attitudes and 
behaviour of corporate executives showing 
which traits lead to success in different 
countries. 


Corporate Diversification: Entry, Strategy 
and Performance 


Biggadike, E. Ralph 
Cambridge, Mass.: Harvard University 
Press, 1979 


This study draws on the experience of 
forty business units which entered product 
markets new to the parent company to 


provide guidelines and measures for new 
entry performance. 


Industry and Business in Japan 


Sato, Kazuo (editor) 
White Plains, NY: M.E. Sharpe, Inc., 1980 


Papers by Japanese economists on such 
topics as Japanese industrial growth, dual 
structure, industry studies, business 
groupings and industrial policy. 


Canada: Business, investment, government 
policy 


Key Economic and Social Issues of the 
Early 1980's 


Barrett, Charles A. (editor) 


Ottawa: The Conference Board in Canada, 
1980 (Canadian Study No. 62) 


Results of a round-table meeting to 
define social and economic issues that 
Canada will face in the 1980’s and to dis- 
cuss some possible directions for the 
Canadian economy. Includes papers on 
specific issues, including demographic 
developments, competitive environment, 
energy and agricultural prices and supply, 
as well as summaries of discussion. 


Privatization: Theory and Practice 


Ohashi, T.M. and T.P. Roth 
Vancouver: The Fraser Institute, 1980 


Analyzes the British Columbia Govern- 
ment’s divestiture of the British Columbia 
Resources Investment Corporation, as well 
as the effects of Generalized Stock 
Ownership plans. 


Foreign and Domestic Firms in Canada: a 
comparative study of financial structure 
and performance 


Shapiro, Daniel M. 
Toronto: Butterworth, 1980 


Compares the financial structure, pat- 
terns of profitability and growth of some 
750 foreign-owned and domestic firms in 
Canada. 


Multinationals in Canada: Theory, Per- 
formance and Economic Impact 


Rugman, Alan M. 

Hingham (MA): Martinus Nijhoff Pub- 
lishing, 1980 

The Hague: Martinus Nijhoff Publishers 
BV, 1980 


Theory of internationalization applied 
to a case study of multinationals operating 
in Canada. 


Industrial Relations 1980: Outlook and 
Issues 


Grier, Martha E. (editor) 


Ottawa: The Conference Board in Canada, 
1980 (Executive Bulletin No. 10) 


Views of a panel of industrial relations 
specialists on the likely outcome of the 
1980 round of collective bargaining in 
Canada, including such issues as wage 
increases and benefits, job security, strikes 
and union growth. 


Canadian Business Handbook 


Newman, Dorothy and Jean Newman 


Scarborough, Ont.: McGraw-Hill Ryerson, 
OZ. 


Revised edition of a business reference 
covering most recent information on bust- 
ness procedures, policies, techniques and 
trends. 


Assessing Canada’s Potential Economic 
Growth 


Carmichael, Edward A. 


Ottawa: The Conference Board in Canada, 
1979 


Estimates the economy’s potential GNP 
and assesses its recent performance and 
outlook for the next several years. j 


The Chartered Banks in Canada ... Their 
Role and Organization 


Toronto and Montreal: The Canadian 
Bankers’ Association, 1979 


An interim re-print (pending Bank Act 
revision) describing the organization and 
management of the chartered banks in 
Canada, the services they provide and 
their role in the Canadian financial 
system. 


Handbook of Canadian Consumer Markets, 
1979 

Conference Board in Canada 

Ottawa: The Conference Board in Canada, 
1979 


Consumer market data drawn from a 
variety of sources. 


1978 Assessment of Canada’s Uranium 
Supply and Demand 

Department of Energy, Mines and 
Resources 

Ottawa, 1979 (Catalogue No. M23-1 2/79-3) 


Assessment of Canadian uranium re- 
sources, current and projected levels of 
production and domestic requirements. 
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Articles in previous issues: 


Vol. 1, No. 1 Capital needs in Canadian mining, smelting and refining 
Personal notes on the review process 
Historical perspective on acquisition trends 
Major Canadian tax incentives to investment 
Good corporate citizenship — a view from experience 


Vol. 1, No. 2 The giant Canada-U.S. pipeline — the Alaska Highway project 
Upturn in capital spending and FIRA Cases 
Regional economic development — a Canadian priority 
The joint-venture alternative for investing in Canada 
Changing patterns of foreign investment in Canada 


Vol. 1, No. 3 The capital bill for energy development 
Rapeseed processing: a growth and glamour industry 
The Haley-Bendix joint venture in Quebec 
Business-government joint ventures in Canada 
Mineral exploration in Canada: the needs and the prospects 


Vol. 1, No. 4 The Canadian experience of Marks and Spencer 
When does a licensing agreement in Canada make sense? 
Tax considerations for investment in Canada 
The James Bay development: a photosketch 
GATT trade talks: implications for investment in Canada 


Vol. 2, No. 1 New incentives for industrial research and development 
Investment opportunities and prospects in the Atlantic provinces 
FIRA procedures: clarifying some legal issues 
Banking in Canada: the chartered banks 
The short-term money market in Canada 
Corporate concentration and performance: 
recommendations of the Royal Commission 


Vol. 2, No. 2 An introduction to Canada’s coal industry 

European investment in Canada: 
West European 
Soviet and East European 

Canadian participation in foreign-owned businesses in Canada: 
Management 
Equity 

Small business in Canada 


Vol. 3, No. 1 Japanese investment in Canada 
Canada’s industrial relations in international perspective 
Acquisitions by multinationals 
Capital markets in Canada 
Westinghouse Canada: beyond the branch plant 
Investment opportunities in energy conservation 


Vol. 3, No. 2 The challenge of Alberta’s non-conventional oils 
A new financial community in the West 
U.S. investment in Canada 
O&K Orenstein & Koppel: a case study 
Pétromont: a key to Montreal’s economic future 
Are foreign subsidiaries more innovative? 


Copies of these issues, as well as annual reports of the Agency and information of interest 
to investors making application under the Foreign Investment Review Act, are available 
from: 


Circulation Manager 

Foreign Investment Review Agency 
Box 2800, Station ‘’D” 

Ottawa, Canada K1P 6A5 
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FIRA and the new National 
Energy Program 


Announced simultaneously with the 
federal budget on October 28, the new 
National Energy Program has stimulated 
considerable comment both in and out of 
Canada. 

The energy policy rests on three funda- 
mental precepts: 

e It must establish the basis for Canadians 
to seize control of their own energy 
future through security of supply and 
independence from the world oil 
market; 

e It must offer to Canadians the real 
opportunity to participate in the energy 
industry in general and the petroleum 
industry in particular, and to share in 
the benefits of industry expansion; and 

e It must establish a petroleum pricing 
and revenue-sharing regime that recog- 
nizes the requirement of fairness to all 
Canadians. 


The first two precepts were translated 
into two specific goals: the first is to 
ensure “... at least fifty percent Canadian 
ownership of oil and gas production by 
the end of this decade” and the second 
“Canadian control of a significant 
number of the larger oil and gas firms’. 
These are ambitious goals, considering 
that Canadian ownership of production is 
currently about 30 percent and Canadians 
control only 8 of the 25 top oil and gas 
producing companies in Canada. 

Direct reference was made to FIRA in 
the statement of the new energy program. 
It stated that “FIRA will ... continue to 
play a key role in ensuring the govern- 
ment’s Canadianization goals”. Implied is 
that an even greater weight than in the 
past will be given to the Canadian owner- 
ship factor in the Agency’s review of 
investment proposals in the energy sector. 
Another investment review criterion that 
will be affected is the one concerning 
the compatibility of an investment with 
national and provincial economic and 
industrial polices. The message is quite 
clear: energy is a vital sector of the eco- 
nomy in which Canadians must have an 
increasing share of ownership and control, 
and the Foreign Investment Review Act 
will be applied in such a way as to con- 
tribute to the attainment of that goal. 

The recent precision and clarity of the 
statement of these ownership objectives 
tend to shroud the fact that they have 
been an established part of federal eco- 
nomic policy for a number of years. In 
fact, the poliey objective of increasing 
Canadian ownership and control of the 
energy sector pre-dates the Foreign Invest- 
ment Review Act. In 1970, the federal 
government announced such a policy in 


relation to the mining of uranium. In 1974, 
only a few months after the creation of 
the Foreign Investment Review Agency, 
Prime Minister Trudeau announced in- 
creased Canadian ownership as an objec- 
tive of the Liberal Party of Canada. Two 
years later, reference was again made to 
that policy objective in the federal govern- 
ment’s energy paper entitled An Energy 
Strategy for Canada. Another clear indica- 
tion of this policy orientation was made in 
1977 when the Canada Oil and Gas Land 
Regulations were amended to provide that 
authority would be given for the produc- 
tion of petroleum from federal lands only 
if Canadian equity interests in the under- 
taking amounted to at least 25 percent. 
The new energy program calls for that 
share to be increased to 50 percent. 

These energy policy objectives, there- 
fore, are not of recent vintage. They have 
existed and have been stated in one form 
or another over the past 10 years. The key 
difference is the clarity and precision with 
which they have been stated. 


New banking legislation 


On November 26 Senate approval and 
Royal Assent were given to new banking 
legislation which had been approved by 
the House of Commons on November 19. 
This is the final chapter of a six-year 
review of the 468-page statute, which in- 
volved a Government white paper, exten- 
sive hearings before Senate and House of 
Commons committees and four banking 
bills. 

Beyond the usual objectives inherent in 
such legislation, it is hoped that the new 
legislation will increase competition in the 
Canadian banking system by providing 
easier entry of new or existing Canadian- 
owned institutions; by extending the 
powers of banks to include financial leas- 
ing, factoring and venture capital; and by 
recognizing the presence of foreign bank 
subsidiaries in the Canadian banking sys- 
tem by according to them a competitive 
role in the federal system, while ensuring 
that the Canadian banking system remains 
predominantly Canadian-owned and 
managed. 

In addition, the legislation clarifies the 
business powers of banks in some areas 
such as data processing and underwriting 
of corporate securities. 

Furthermore, the legislation establishes 
a Canadian Payments Association to 
ensure that the national payments system 
in Canada evolves in a manner that is fair 
to all participants, that is responsive to 
technological change and that is efficient. 

For details on how the new legislation 
affects the operations of foreign bank sub- 


sidiaries in Canada, readers should consult 
the article on the new Bank Act which 
appears in this issue of the Foreign Invest- 
ment Review. 


Canada reluctantly introduces 
“credit mixte” 


The Canadian Government has intro- 
duced a new element into its export devel- 
opment program: credit mixte. This is an 
export financing device that blends con- 
cessionary financing with conventional 
export financing to produce low interest 
rates. It has been and is being aggressively 
used by some of Canada’s competitors in 
many bidding situations, and it was felt 
necessary to provide Canadian firms funds 
to match the credit mixte terms being 
offered by foreign governments. 

Signings to a maximum of $900 million 
over the next three years will be made 
available through the Export Development 
Corporation, a Crown corporation which 
provides export financing assistance to 
firms in all regions of the country. 

The Minister of State for Trade, the 
Honourable Ed Lumley, explained that up 
to now foreign competitors, who have had 
a credit mixte backing from their govern- 
ments, had a clear advantage over Cana- 
dian firms who were otherwise competi- 
tive in price, delivery, quality and service. 
In spite of repeated attempts by Canada 
and other like-minded industrialized coun- 
tries to negotiate an international agree- 
ment to restrict the use of concessional 
financing, certain countries have persisted 
in using it. The Minister, however, under- 
lined Canada’s intention to continue to 
press for such an agreement. 

To meet present realities, the Govern- 
ment is making this financing assistance 
available to Canadian firms on a matching 
basis, when it is clear that their major 
competitors are resorting to this form of 
export subsidization. 


June 3 is Census Day 


On June 3, 1981, Statistics Canada, 
Canada’s official statistics gathering 
agency, will launch its twelfth decennial 
census. Approximately 39,000 census 
agents will cover about 9.4 million kilo- 
metres to gather precise information on 
Canada’s over 8 million households. 

Canada’s Statistics Act requires that’ 
every Canadian respond to the questions 
asked during the census in order to ensure 
that the information gathered be as pre- 
cise and extensive as possible. 
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Census statistics have been an invalua- 
ble source of information for Canadian 
businesses, principally in the following 
ways: to forecast demand and potential 
sales; to determine the best locations for 
retail outlets, manufacturing plants and 
other business activities; to determine 
market penetration; to evaluate manpower 
availability; and to guide publicity and 
sales campaigns. 


Capital expenditures by business 
to rise again 


Business capital spending will increase 
approximately 19 percent in 1981, accord- 
ing to Statistics Canada. Contributing sig- 
nificantly to this growth will be expendi- 
tures in oil and gas wells, which are ex- 
pected to rise 19.7 percent. The spending 
increase in this industry group, while 
impressive, is well below the 42.2 percent 
increase recorded last year. The same is 

true for metal and non-metal mining; 
expenditures will rise almost 37 percent in 
1981, which is smaller than the 1980 in- 
crease of 52 percent. 
_ One of the most impressive expenditure 
increases will be in pipelines, especially 
natural gas pipelines, which Statistics 
Canada expects to reach 147.7 percent. 
Overall spending in manufacturing 
industries, which rose 28 percent in 1980, 
will increase again in 1981, but at a slower 


An invaluable source of 
information 


| Foreign businessmen, who are interested 

| in investing in Canada, can obtain a 
wealth of information and advice on the 
Canadian economy and government poli- 

cies from Canada’s trade representatives 

| abroad, members of the Trade Commis- 

_ sioner Service. The trade commissioners 

_ are often the foreign investor's first “port 
of call” because their primary task, which 
is to assist Canadian exporters, requires 
that they have a thorough knowledge of 
Canada’s economy in all its facets, in- 

_ cluding its industrial structure and poli- 

_ cies, markets, regional characteristics, 
employment and financing. 

The trade commissioner can provide 

information and material about relevant 
government policies and programs, such 
as general or specific incentives to indus- 

try or the requirements of the Foreign 

Investment Review Act, and he can usual- 

_ly provide contacts in Canada for other 

more specialized kinds of information. 


One of the most impressive increases in capital spending will be on pipelines. 


rate of 23 percent. Leading the list of 
industries that will increase spending are 
chemicals (47.6 percent), paper and allied 
products (40 percent), petroleum and coal 
products (148.9 percent) and transporta- 
tion equipment (19.6 percent). 


The long history of the Trade Commis- 
sioner Service, which is the oldest special- 
ized foreign trade service, gives it the 
experience, depth and continuity to pro- 
vide this kind of assistance. 


Throughout its nearly 90 years of opera- 
tion, export market development and 
assistance have continued to be the pri- 
mary concern of the trade commissioners. 
But in the wider service to Canada’s indus- 
trial development, they have also been 
attentive to the two-way flow of invest- 
ment. Considerable economic changes in 
Canada over the years have led to new or 
changed activities on the part of trade 
commissioners. 

As far as foreign investment is con- 
cerned, an earlier policy encouraging the 
establishment of branch plants, which 
contributed to the development of 
Canada’s industrial base, was replaced by 
a policy favouring more selective invest- 
ment consistent with Canada’s maturing 
economy. 

With their close ties to the business 
community in Canada and abroad, trade 


Spending in the trade, financial and 
commercial sector is expected to rise 
almost 15 percent and in non-residential 
construction, nearly 18 percent. Expendi- 
tures in housing construction could in- 
crease 12 percent in 1981. 


commissioners are well placed to assist 
that flow of investment. Their intimate 
knowledge of both the foreign investor's 
market and the Canadian market enables 
them to explain similarities and differ- 
ences to the investor, while their ready 
access to economic, industrial and com- 
mercial information can be invaluable in 
the investment decision. 

Moreover, an extensive network of con- 
tacts throughout Canada, broadened a few 
years ago to include access to provincial 
as well as federal contacts, can provide 
the investor with information he needs on 
everything from tax laws to industrial 
incentives. 

Because of the strategic location of the 
trade commissioner offices in Canadian 
embassies and consulates abroad, this 
assistance and information can be made 
available to investors in their own country 
and often in the very city where they have 
their headquarters. And, once established 
in Canada, the investor can count on the 
trade commissioner service to assist in the 
export of the products of his Canadian 
plant. 
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Quebec’s new 
economic 
landscape 


by Michel Nadeau 


Michel Nadeau is the financial editor of Le 
Devoir, one of Canada’s most prestigious daily 
newspapers. 


Quebec’s economy has usually been portrayed as a blend of tra- 
ditional manufacturing and natural resource production. However, 
the Quiet Revolution of the early 1960s, which was an essentially 
social phenomenon, caused a wave of entrepreneurship which in 
turn has led to the remarkable transformation of the province’s 


economic landscape. 


In an age when energy resources are 
growing scarce, Quebec is one of the few 
regions in the world where energy produc- 
tion will increase. In fact, the province’s 
production of energy will double by 1985, 
largely on the strength of its output of 
hydro-electricity which, in oil equivalent, 
will swell from 131,200,000 barrels a year 
to 243,000,000. This is a conservative esti- 
mate given for the partial hydro-electric 
development of James Bay. The only way 
that figure could not be reached would be 
if the rivers feeding James Bay ceased to 
run. The strategic importance of James 
Bay is that much greater when one con- 
siders the price stability of that energy 
source which is not subject to the volatil- 
ity of international cartels or the vagaries 
of international politics. 

With 15,000 megawatts of power in 
place and the possibility of adding an- 
other 25,000, Hydro-Québec, the public 
corporation responsible for the production 
and transmission of electricity in the prov- 
ince, can offer some of the best rates 
available to North American consumers of 
electricity. For example, on March 1, 1980, 
industrial consumers in New York paid 
$33.99 per 1,000 killowatts, in Chicago 
$18.96 and in Toronto $14.42; in Quebec, 
they paid $13.10. The difference for the 
residential consumer was even greater. In 
spite of its low rates, Hydro-Québec has 
the distinction of being the most profit- 
able corporation in Canada, its 1979 prof- 
its reaching $746 million. With only 6.3 
million inhabitants spread over 1.5 million 
square kilometres, the province can use its 
immense hydro-electricity resources to 
good advantage as a tool for economic 
and industrial development. Montreal, the 
province’s largest city and one of North 
America’s leading cities, provides industry 
access to 85 million consumers within a 
1,000 kilometre radius, another plus when 
one takes into account the rise in the 
price of fuel and thus transportation costs. 
That is, of course, the flip side of the 
energy coin. 

Much has been said about the political 
debate related to Quebec’s future in the 
Canadian federal system and the resulting 
tensions. While this debate has been very 
real, Montreal is, among North American 
cities, one of the least affected by social 
and racial tensions, something which is 
too often ignored by the media and 
others. Another fact that the political 
debate has overshadowed is the solid per- 


formance of Quebec’s economy in recent 
years. 

The Economic Council of Canada re- 
cently pointed out that, with the exception 
of Alberta, Quebec is the only province 
where productivity did not decrease over 
the last 6 years. It has thus escaped a 
trend that has prevailed in much of the 
industrialized world. It can also claim to 
have had one of the lowest rates of 
labour-cost increases over the last 3 years, 
costs per unit of output rising only 6 per- 
cent a year. Another important element of 
the province’s economic performance has 
been capital investment, which has in- 
creased over 13.6 percent a year since 
1970. Quebec has had the best provincial 
real economic growth record over the last 
5 years at 16.6 percent a year, discounting 
inflation. Growth in 1981 is forecast by 
the Conference Board to reach 1.4 per- 
cent, a respectable rate given current 
national and international economic cir- 
cumstances. Another indicator of the prov- 
ince’s economic strength is its record of 
job creation which totalled 180,000 over 
the last three years. 

This kind of economic performance is 
never accidental. An important underlying 
factor is major public works related to 
projects such as the Olympic Games and 
the James Bay hydro-electric project, 
which represent billions of dollars of 
stimulus for the economy. Currently, work 
has begun on the establishment of a 
$1 billion distribution network that will 
make natural gas available to virtually 
every part of Quebec. In addition, there 
are strong possibilities that about $2.5 bil- 
lion will be spent to improve the produc- 
tivity of Montreal’s six refineries, a timely 
project given that the province will con- 
tinue to rely on hydrocarbons for approxi- 
mately 50 percent of its energy needs. 

Another target for major investment is 
the province’s forest industry, which has 
undertaken a $2-billion plant moderniza- 
tion program to be carried out over the 
next 5 years. Such investment is vital to 
Quebec retaining its position as the 
world’s leading newsprint producer and 
maybe increasing its current 17-percent 
share of the world market. In addition to 
the modernization program, whole new 
pulp and paper production centers are 
being created through the joint efforts of 
government and industry. Different firms 
are trying to imitate the success of the 
Donohue Saint-Félicien complex, built 
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north of Quebec City in 1978, which 
proved to be highly profitable from day 
one. Currently, Donohue Normick is con- 
structing a newsprint plant whose produc- 
tion will be based on woodchips supplied 
by sawmills in Abitibi, a region in the 
northwest of the province. 

This dynamic modernization and expan- 
sion program is designed to help the in- 
dustry face the very serious challenge 
presented by the fast-rising forest products 
industry in the South of the United States. 
Industry leaders are optimistic that their 
efforts will be rewarded and that forest 
products will continue to account for a 
major part of Quebec’s exports. 

World demand for many of Quebec’s 
abundant mineral resources continues to 
be very strong. One interesting develop- 
ment has been the rebirth of the prov- 
ince’s gold mining industry. The spectacu- 
lar rise in gold prices has been more than 
a boon to speculators: it has led to the 
opening of 10 new gold mines in Abitibi. 
Further price increases would likely 
intensify activities in this industry. 

Other resource industries of the prov- 
ince have been well served by rising inter- 
national prices, in particular copper and 
zinc which in large part are processed in 
Quebec. The Noranda Group, an impor- 
tant player in the mining industry, made 
important discoveries of these minerals 
last year and is expanding its Rouyn- 
Noranda processing plant which will be 
equipped with state-of-the-art technology. 

Not all of Quebec’s mining industries 
have enjoyed such good fortune. The 
asbestos industry, for example, has been 
hurt by less than firm markets in recent 
years and the reputation of the mineral 
has been damaged by repeated reports of 
health hazards associated with its use. In 
an attempt to stimulate a greater degree 
of processing of the mineral in the prov- 
ince and to contribute to resolving some 
of the industry’s problems, the Govern- 
ment of Quebec acquired an interest in 
the industry. A research center on asbes- 
tos, a third of whose world production 
comes from Quebec, has been established. 
It recently developed a new technology 
for the recovery of residues. In spite of 
current problems, asbestos will continue 
to be in demand as an important and in 
some areas irreplaceable construction 
material. 

Another mineral that has had its share 
of problems of late is iron ore, largely as a 
result of the international slump of the 
steel industry. Nevertheless, steps are 
being taken to ensure that the province’s 
producers are well-poised for taking ad- 
vantage of international recovery. Sidbec, 
Quebec’s major steel producer, has en- 
tered into an agreement with two of the 
world’s largest steel producers, U.S. Steel 
and British Steel, giving it access to U.S. 
and European markets, which it will serve 
from the port of Sept-lles on the St. Law- 
rence River. 

In addition to these and other mineral 
resources such as titanium, columbium 


Grande Baie, in Northern Quebec, is the site of Alcan Aluminum’s ongoing expansion program, 
valued at approximately $500 million. 


and uranium, Quebec has major deposits 
of basic construction materials such as 
sand, gravel and stone to which the con- 
struction industry has ready access at very 
competitive prices. It has been estimated 
that costs of these basic materials in 
Quebec and Canada are approximately 40 
percent cheaper than costs for similar 
materials in the United States. With the 
introduction of new European technology 
and the improvement of technology in the 
province, Canada’s three major cement 
firms have made considerable progress in 
penetrating the U.S. market from their 
Quebec base. 

At first glance, one would not expect 
Quebec to have much of an agriculture 
and food industry, with its soil frost-laden 
200 nights a year. Therefore, it is surpris- 
ing to find out that the province’s degree 
of food self-sufficiency is 60 percent, up 
9 percent over the last 5 years. More 
intensive production systems, a significant 
reorganization of grain production (wheat, 
corn and barley) and considerably larger 
animal production have not only in- 
creased self-sufficiency, but have diversi- 
fied the agricultural economy which, until 
recently, was in great part concentrated 
on dairy farming. Not that this process has 
been at the expense of the dairy industry. 
It is still the single most important source 
of revenue for the province’s farmers. 
Much of Quebec’s milk production is 
processed into butter, a wide variety of 
common and exotic cheeses, and yogurt, 
which supply local markets as well as 
markets throughout Canada and the 
United States. An increasing proportion of 
Quebec’s agricultural output is being ex- 


ported. A case in point is pork: Quebec 
has become Japan’s most important 
foreign source of that product. 

Fishing has become a $60-million-a-year 
business in Quebec, which has benefited 
immensely from the Canadian Govern- 
ment’s decision to establish a 200-mile off- 
shore economic zone. The value of the 
catch has increased over 100 percent in 
the last three years. The Government of 
Quebec has launched a number of tech- 
nical and financial assistance programs for 
the province’s fishing industry. 

But Quebec is more, so much more 
than simply a producer of natural re- 
sources. Quebec’s manufacturing sector is 
mature and becoming increasingly diversi- 
fied. The processing of natural resources is 
understandably one of the priorities of the 
provincial government’s industrial strat- 
egy, as stated in its 1979 industrial devel- 
opment policy paper, Batir le Québec or 
Building Quebec. Whether it be public 
policy or private initiative, the fact 
remains that manufacturing has steadily 
increased its share of the $70-billion gross 
provincial product, which currently stands 
at 23 percent. The value of new invest- 
ment in manufacturing increased in three 
consecutive years from 1977 to 1979: the 
first increase of 4 percent was followed by 
increases of 8 and 15 percent. In 1979, 
these investments were valued at $1.5 bil- 
lion. Quebec’s 30 percent share of manu- 
facturing in Canada is second only to that 
of Ontario. 

One of the most exciting recent devel- 
opments in that sector is Alcan Alumi- 
num’s $500-million investment in new 
plants in Grande Baie at a time when 
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Japanese and European aluminum pro- 
ducers are having trouble keeping their 
plants running as they labour under the 
heavy burden of oil-price increases. 
Alcan’s production is based on cheap 
hydro-electricity which it generates at 
facilities the company built years ago. In 
oil equivalent, the cost of the energy used 
by Alcan is an incomparably cheap $1 a 
barrel. This comparative advantage has 
attracted the interest of foreign aluminum 
producers and has convinced one firm, 
Pechiney Ugine Kuhlman, to establish a 
plant in the province. 

Given Quebec’s low population den- 
sity — four inhabitants per square kilo- 
metre — transportation and especially 
transportation equipment has been a signif- 
icant industry. The leading manufacturer 
is MLW-Bombardier, which has built upon 
early successes in snowmobiles to become 
a major mass transit equipment producer. 
The firm’s LRC train (light, rapid, comfort- 
able) is now being used by Amtrak, the 
U.S. rail transportation system and the 
company will be building commuter trains 
for major cities throughout North America, 
adding weight to its already impressive 
export record in locomotives. 

While the Bombardier record is impres- 
sive, the success story of the 1980s may 
belong to another Montreal firm: Cana- 
dair, one of Canada’s three largest aero- 
space companies, has developed and is 
producing what promises to be one of the 
most successful business jets in recent 
memory, the Challenger. Even before the 
prototype’s certification by Canadian and 
U.S. transport authorities, Canadair had 
sold well over 100 copies of the jet. Sales 
have now passed the $1 billion mark and 
successful derivative designs have been 
developed. While the Challenger rates as 
the firm’s prize product, it continues to 
market a solid line of water bombers 
(CL-215) and could draw significant benefit 
from offset work related to Canada’s F-18 
fighter aircraft program. 

Another highly successful Montreal 
aerospace firm is Pratt and Whitney, a 
subsidiary of the U.S. corporate giant 
United Technologies. Pratt and Whitney is 
Canada’s largest manufacturer of aero- 
engines. Its engines propel thousands of 
airplanes of varying types and sizes in 
over 100 countries. The company recently 
announced plans to invest tens of millions 
of dollars in the production of its world 
famous PT-6 and PT-7 engines. Pratt and 
Whitney is one of two firms left on the 
Canadian Government's “short list’ for a 
contract to carry out a major frigate- 
replacement program for the Canadian 
navy. Two of Quebec’s three shipbuilding 
yards, which have associated themselves 
in the contract bidding with Pratt and 
Whitney, hope the firm will win the 
contract. 

Indeed, Quebec’s shipbuilding industry 
has had problems in recent years. The 
principal yards have had to adapt to 
changing circumstances by diversifying 


their operations. Two of the three yards 
have proven themselves to be particularly 
adept at doing so. Marine Industries Lim- 
ited has undertaken the production of 
large turbines and rail cars, and Davie 
Shipbuilding successfully concentrated on 
the production of huge floating rigs or 
platforms used for offshore oil explor- 
ation. 

Quebec’s manufacturing sector com- 
prises a wide variety of high-technology 
industries. Two examples of companies in 
this field are Canadian Marconi, a major 
producer of telecommunications equip- 
ment and CAE Industries, which has made 
itself an international reputation for the 
design and production of flight simulators. 
It should be pointed out in passing that 
government has played an important sup- 
port role in technological research and 
development. Programs of both the fed- 
eral and provincial governments have pro- 
vided the kind of technical and financial 
assistance necessary to help firms like: 
CAE Industries and Canadian Marconi 
remain world-competitive. 

The policy of the provincial govern- 
ment, which in principle is the same as 
that of governments right across the coun- 
try, is to support the initiative of private 
industry. Occasionally, state-owned but 
autonomously-run corporations undertake 
joint ventures with private firms in major 
projects, thus furthering development 
objectives and lightening the risk-burden 
which such projects represent for private 
firms. An excellent example of such a 
joint venture is a consortium called Pétro- 
mont, which combined the resources of 
Gulf Oil, Union Carbide and the Société 
Générale de Financement (SGF), the indus- 
trial development arm of the provincial 
government. SGF provided the financial 
input necessary for creating the consor- 
tium, which has rationalized Montreal’s 
petrochemical industry, considered a cor- 
nerstone by the government for the devel- 
opment of an industrial complex based on 
petrochemicals. Another joint government- 
industry venture was in mining, involving 
Teck Corp. of Vancouver and the Société 
Québécoise d’Exploitation Miniére 
(SOQUEM). The object of the venture was 
to develop a rich deposit of columbium. 
Called Niobec, the joint venture company 
has been successful and has been one of 
Teck Corporation’s most profitable 
investments. 

Over the years, both the federal and 
provincial governments have developed a 
wide variety of technical and financial 
support programs for industry. Mr. Ladislas 
Madarasz, Vice-President of the Canadian 
branch of the Banque Nationale de Paris 
and a man known as a shrewd analyst of 
Quebec and Canadian economic realities, 
had the following to say recently about 
these programs: 

“The Canadian system of industrial pro- 

grams is one of the most if not the most 

thorough system in the industrialized 
world. It involves nearly 100 federal and 


provincial plans... If it can be said that 
the abundance of programs makes the 
system rather complex, it can also be 
said that the system is extremely advan- 
tageous, especially in view of the fiscal 
environment which is highly favorable 
to new investment. | could point to sev- 
eral situations where government assist- 
ance by means of subsidies, equity par- 
ticipation, loans and so on can cover 
anywhere from 50 to 80 percent of the 
costs of investment.” 
Montreal’s Economic Initiatives and 
Development Commission has established 
‘‘single-stop” counters to assist investors 
and businessmen to identify government 
programs that are relevant to their par- 
ticular needs. 

To describe Quebec’s economy solely in 
terms of large companies or major proj- 
ects would be to give a very distorted pic- 
ture indeed, for there is an all important 
second dimension: the heart of the eco- 
nomy is made up of small- and medium- 
sized businesses (SMBs). With the excep- 
tion of Quebec’s immense energy projects, 
much of the character and performance 
of Quebec’s economy is explained by the 
dramatic rise of SMBs over the last dec- 
ade or so. While space constraints make 
a detailed profile of this phenomenon 
impossible, the following example of an 
SMB will serve to illustrate the situation. 
lvaco, a family business established 10 
years ago in the small town of Marieville, 
60 kilometres from Montreal, has seen its 
volume of business grow from $11 million 
the first year to over $500 million in 1980 
and the company now runs 35 plants in 
Canada and the United States. 

To grasp the full significance of the 
SMB phenomenon, one has only to visit 
one of the many industrial parks situated 
between Montreal and the U.S. border. 
Proportionally speaking, Quebec has more 
SMBs than any other province and their 
strategic location near the United States is 
clear evidence of the importance and 
accessibility of that market. Though the 
great majority of SMBs are Canadian- 
owned and controlled, a growing number 
of foreign-controlled SMBs are establish- 
ing themselves in the industrial parks of 
the Beauce, the Eastern Townships and 
greater Montreal. In many cases, European 
firms enter into joint ventures with Que- 
bec firms, the former seeking a foothold 
in North America and the latter the latest 
in technology. 

Sociological and financial factors 
account in large part for the rise of the 
SMB in Quebec: first, French-speaking 
Québécois have acquired a taste for busi- 
ness and, second, financial institutions 
have developed whose principal objective 
is to provide the capital needed for indus- 
trial development. 

Though the Québécois orientation 
toward business has only been noticeable 
over the last decade, the seeds of this 
trend were sown long before that. Que- 
bec’s so-called Quiet Revolution in the 
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early 1960s did more than change the eco- 
nomic landscape of the province: it 
created a completely new educational Sys- 
tem that had none of the old biases 
against technical, scientific and business 
fields. New values were thus inculcated in 
a generation of Québécois who sought to 
increase the role they played in the eco- 
nomic destiny of the province. It could be 
said that few things are respected more 
today in Quebec than proven business 
acumen. No one could have foreseen 25 
years ago that in 1980 fully one-third of 
all students in Canada’s business schools 
would be Québécois. 

A sign of these changes was the crea- 
tion of the Caisses d’entraide, which are a 
kind of credit union involving local entre- 
preneurs who make loans to SMBs on the 
strength of members’ savings. Since 1976, 
the assets of these credit unions have 
grown 30 percent a year, a rate unequalled 
by any other financial institution in Can- 
ada. Another element of the financial side 
of the SMB story was the Government of 
Quebec’s decision in 1978 to encourage 
the creation of regional economic devel- 
opment corporations or SODEQ by means 
of income tax deductions. Quebec tax- 
payers can deduct directly from their 
income taxes the equivalent of up to 25 
percent of their investment in a SODEQ, 
which makes risk capital available to new 
businesses. The success of this program is 
shown by the fact that no less than 12 
regional development corporations have 
been created since 1978. 

The province’s businesses, be they large 
or small, can count on a highly-developed 
transportation infrastructure. An extensive 

network of highways exists which is inter- 
connected with al! major North American 
systems and businesses have ready access 
_to modern and sophisticated port facil- 
ities. The Port of Montreal currently han- 
dles 50 percent of all maritime trade in 
Eastern Canada, up 15 percent in the last 
5 years. Furthermore, Montreal is the 
gateway to the St. Lawrence Seaway, 
which provides large ocean-going vessels 
access to the Great Lakes and the heart of 
industrial North America. 


Air transportation services are also 
highly developed. Mirabel, Montreal’s new 
international airport, is one of the three 
largest airports in North America. A con- 
siderably large area around the airport has 
been set aside for firms who wish to use 
aircraft as their principal means of trans- 
portation and, unlike most North American 
airports, Mirabel can operate 24 hours a 
day. 

_ Though it tends to be overshadowed by 
Toronto, Montreal is an important finan- 
cial center. The city is one of North Amer- 
Ca’s major centers for insurance com- 
danies. The Montreal Stock Exchange is 
he oldest and second largest in Canada 
and all the major banks have either their 
veadquarters or large representative 
offices there. Three banks — the National 
3ank, the Mercantile Bank and BNP Can- 


Bombardier-MLW’s line of subway cars is one of m 


of Quebec’s transportation equipment industry. 


ada — are constructing large headquarters 
in Montreal, as did one of Quebec’s most 
important financial institutions, the 
Mouvement Desjardins, which consists 
of 1,500 credit unions with total assets 
valued at more than $13 billion. Indeed, 
the construction cranes have reappeared 
in Montreal’s skyline as 12 new skyscrap- 
ers are beginning to take shape. IATA, the 
International Aviation Transport Associa- 
tion, is scheduled to occupy new offices 
soon and Alcan Aluminum has undertaken 
the construction of a new tower to house 
its staff. Alcan’s project will blend the old 
with the new as its tower will stand 
behind some of Montreal’s finest examples 
of Victorian residential architecture, which 
will be renovated as part of the project. 

The province also has a vigorous tourist 
industry. Its two major cities, Montreal 
and Quebec, both offer an interesting 
blend of European and North American 
architecture, food and entertainment. New 
conference facilities were built in Quebec 
City recently and others are under con- 
struction in Montreal between Old Mont- 
real and the business district. Extensive 
fishing, camping and skiing facilities 
stretch the province’s tourist season year- 
round and a recent decision by the U.S. 
Government, to the effect that the same 
income tax advantages will exist for U.S. 
businessmen whether they hold their con- 
ferences in the United States or Canada, 
will provide further stimulus to an already 
busy industry. 

Though Quebec’s overall economic per- 


any kinds of product contributing to the growth 


formance has been impressive in recent 
years, the province will have to deal with 
some difficult problems. Some traditional 
industries (textiles, clothing, furniture and 
leather) owe their survival to tariff policy. 
The essential problem these industries 
have is aging equipment and uncompeti- 
tive technology, a problem experienced by 
their counterparts in other industrialized 
countries. Representatives of government, 
business and labour have met regularly in 
an effort to find solutions and improve the 
viability of these ‘soft industries”, by 
trying to identify new products, to inten- 
sify research and development, to encour- 
age Innovation, to improve industrial rela- 
tions and to find ways of penetrating new 
markets. There are a few promising signs 
of recovery, especially in the furniture 
industry which is currently running at full 
capacity. The exchange rate of the Cana- 
dian dollar, which was in the 83 to 85 cent 
U.S. range in 1980, has helped to give 
their products an extra competitive edge. 

Quebec’s economy will be increasingly 
outward-looking in the next few years. 
Industries such as aerospace, aluminum, 
telecommunications and transportation 
equipment all depend on export markets 
for growth. With the lowering of tariff 
barriers, the favorable exchange rate of 
the Canadian dollar and the development 
of innovative product lines that are, in 
most cases, world-competitive, the 1980s 
might be seen a few years hence as the 
dawn of a new age in the history of 
Quebec’s economy. 
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Some practical 
advice on 
Canada’s 
foreign 
investment 
review process 


by J.J. Tennier 


The author is Deputy Commissioner of the 
Agency. He is directly responsible for the 
Agency's Assessment Bureau and is thus well- 
placed to give investors practical advice on the 
review process. 


Canada’s foreign investment review process was never intended 
to be and is not a confrontation between foreign investors and the 
Canadian bureaucracy. It is a screening process whose success 
depends heavily on effective consultation and cooperation be- 
tween investors and the officers of the Foreign Investment Review 
Agency. This article clarifies the review process and presents prac- 
tical advice to investors, which can help them to avoid unneces- 
sary problems and to lighten their administrative burden. 


All applications are processed the same 
way no matter where they come from, 
what their size is, who submits them or 
what industry they are related to. As soon 
as a notice outlining an investment pro- 
posal is received by the Agency, it is scru- 
tinized by the Compliance Branch to 
determine whether or not the proposal is 
reviewable and whether the notice con- 
tains the information prescribed by the 
Foreign Investment Review Regulations. If 
the proposal is deemed reviewable, it is 
passed on to the Assessment Bureau for 
evaluation based on the benefit criteria 
outlined in the Act. Frequently, during this 
stage, information additional to that con- 
tained in the notice is sought through con- 
tacts with the applicant and consultations 
with appropriate federal departments. The 
notice is also circulated to the province or 
provinces significantly affected by the 
proposal for their views and comments. 
Once all the necessary information has 
been assembled, the case is then referred 
to the Minister, together with an assess- 
ment by the Agency of the perceived 
effects of the investment in terms of the 
five assessment criteria. If the Minister 
concludes that the investment is likely to 
result in significant benefit to Canada, 
he must make a recommendation to the 
Governor in Council or Cabinet that the 
investment be allowed. If not, he must so 
inform the Agency, which then informs 
the applicant accordingly. The applicant 
then has the opportunity to make further 
representations. When those representa- 
tions are completed, the case is referred 
to the Minister a second time for a final 
decision as to what his recommendation 
will be. 

Over six years experience with the 
administration of the Act have shown that 
foreign investors can do a number of 
things to help themselves avoid unneces- 
sary complications or delays. Some steps 
should be taken before investors apply 
and others relate directly to the way in 
which they prepare their applications and 
deal with the Foreign Investment Review 
Agency. 


Since no two investment proposals are 
the same, information given by an agency 
like FIRA cannot possibly cover all types 
of investment proposal or investor. That is 
why FIRA has made frequent public state- 
ments to the effect that investors should 
consult the Agency even before submitting 
their investment proposals. In doing so, 
investors can gain a clear understanding 
of Canada’s foreign investment review 
policy, particularly as it relates to their 
unique circumstances. They can also 
receive practical advice on the review 
process itself, including details such as 
information requirements of the Act and 
the best way to describe their investment 
proposal to meet the assessment criteria 
and thus pass the test of significant 
benefit. 

Somewhat related to the above and an 
elementary step before applications are 
submitted is that investors should inform 
themselves adequately about the Act and 
the review process. FIRA has published 
and makes available documentation and 
information kits that deal with virtually 
every aspect of Canada’s foreign invest- 
ment review policy. Once the investor has 
studied this information and has consulted 
officers of the Agency, he should be ready 
to file his application without any worry 
that the review of his proposal might be 
delayed by missing information or some 
other complication. 

The application itself is, of course, cri- 
tically important. The heart of the applica- 
tion is the description of the investment 
proposal. Given that the assessment cri- 
teria are pivotal elements of a proposal’s 
allowance, the description of the invest- 
ment plan or proposal should be struc- 
tured directly in relation to the relevant 
criteria. Accordingly, if the investment can 
be expected to improve productivity or 
technological development, the applicant 
should establish that fact in his invest- 
ment proposal. In effect, the investor 
should point out to the Government how 
he perceives his investment to be benefi- 
cial to Canada by referring directly to the 
criteria specified in the Act. 
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Closely related to the investment plan 
are commitments or undertakings which 
investors can give on things such as Cana- 
dian participation, research and develop- 
ment, the manufacture of parts in Canada, 
sourcing of goods and services, exports 
and so on. It is often easier for an investor 
to show significant benefit when he agrees 
to make specific commitments. Investors 
usually know enough about their initial in- 
vestment and business intentions to make 
limited commitments. As for undertakings 
related to the later conduct of the busi- 
ness, they can be made conditional on the 
success of the acquired or new business or 
on specified market expectations. 

The Government expects investors to 
fulfill all commitments because they are 
taken into account in the determination of 
likely significant benefit. On the other 
hand, the Government recognizes that the 
circumstances in which those undertakings 
are given can change for many reasons, 
often beyond the control of the investor, 
with the result that he cannot fulfill his 
undertakings. If that does occur, the 
Government is always willing to renego- 
tiate mutually acceptable alternatives and, 
indeed, has done so on a number of occa- 
sions. 

In addition to consulting the Agency, 
informing himself adequately and effec- 
tively structuring his application, the in- 
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that a representative who has decision- 
making power deals directly with the 
Agency. Otherwise, when officers of the 
Agency suggest changes to the proposal, 
much time-consuming communication 
must take place between the representa- 
tive and the decision-makers at head 
office. When decision-makers deal directly 
with the Agency, changes can be agreed 
to on the spot. 


Over the years both the Agency and the 
Government have sought ways of mini- 
mizing the costs to applicants associated 
with the review process and the time 
taken to obtain decisions. One improve- 
ment was the amendment of procedures 
related to small-business proposals, those 
involving the acquisition or establishment 
of a business with gross assets of less than 
$2 million and fewer than 100 employees. 
Early in 1977, the Government introduced 
an abbreviated form of notice, requiring 
no more than two or three pages of infor- 
mation, for proposals which are not likely 
to have a considerable effect on the eco- 
nomy. It was decided that, within 10 days 
of receipt of the simplified notice and 
after consultation with appropriate federal 
departments and provincial governments, 
the Minister would decide whether or not 
to recommend allowance. If the Minister 
was not satisfied that the proposal would 
likely be of significant benefit on the basis 
of information at his disposal, he would 
request that the applicant provide more 
information by filing a second, more com- 
plete notice using the regular forms. 


ee . . 
|_| Dealings with 
applicants 


ae ae Description of case 


and recommendation 


Minister 
responsible 
for the 
Act 
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| |Final review* 


Governor 
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“If, within 60 days of receipt by the Agency of a 
complete notice, the Minister is unable, on the 
basis of the information before him, to 
recommend allowance, the applicant is so 
advised and may make further representations. 
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FOREIGN INVESTMENT 
REVIEW AGENCY 


Compliance Branch 


While this change has streamlined the 
process for the majority of small-business 
proposals, it has given rise to the occa- 
sional problem, principally because the 
circumstances surrounding certain small- 
business proposals necessitate more infor- 
mation than can be provided in the abbre- 
viated notice. Investors are understand- 
ably surprised when asked to fill out the 
standard application forms for what are, 
for all intents and purposes, small-business 
proposals. What follow are five reasons 
for this exceptional procedure. 

The first reason is that it is occasionally 
extremely difficult, if not impossible, to 
conclude that a given proposal will bring 
significant benefit to Canada on the basis 
of the information provided in the abbre- 
viated notice. This is especially true when 
there is a significant and readily identi- 
fiable cost associated with it, such as the 
loss of Canadian equity participation with 
no apparent offsetting economic benefits. 
Frequently, these benefits become clear 
only after supplementary information is 
provided by the applicant. 

Second, the size of the applicant can 
change the implications of that kind of 
proposal, principally because small-busi- 
ness proposals from large businesses can 
have an impact on the economy which, 
over time, is proportionally much greater 
than that of the initial investment. The 
Agency must analyse that potential 
thoroughly and, to do so, usually requires 
more extensive information than is pro- 
vided in the short form. 

Somewhat related to the second reason 
is the cumulative effect of a series of 


Commissioner 


Deputy Commissioner 


small transactions by a large foreign in- 
vestor. A situation could conceivably 
develop where an applicant has been 
allowed two or three acquisitions of small 
businesses and returns to the Agency for a 
third or fourth only to discover that the 
Government is not prepared to allow it 
within 10 days. The reason could be, for 
example, the proposed investment’s Cumu- 
lative effect on competition. Or it might 
be decided that the applicant, because of 
the growing impact of his investment on 
the Canadian economy, should be giving 
commitments as to how will conduct his 
business in Canada which are in propor- 
tion to the size of his cumulative invest- 
ment. 

A fourth reason for requiring that the 
standard form be filed is the nature of cer- 
tain industries and the priority which the 
Government of Canada has placed on 
them. These are sensitive industries of the 
economy related to the print and elec- 
tronic media, energy and certain services 
such as data processing and other com- 
puter-related services. Other areas that 
have received special attention are insur- 
ance, trust, loan and sales finance com- 
panies and other financial intermediaries. 

The existence of serious alternative 
Canadian buyers is a fifth reason for re- 
quiring that additional information be pro- 
vided by the applicant so that clear bene- 
fit can be established. Though this means 
extra work for the foreign investor, it is to 
his advantage because it provides him the 
opportunity to attain an equal footing 
with alternative buyers, something that 
would be impossible if the Government 


Assessment Bureau 


Policy, Research and 
Communications Branch 


had to make a decision solely on the 
information provided in the short form. 

Some small-business transactions can 
fragment an industry sector and result in 
inefficiency. If such is the initial assess- 
ment of the Government, it may want to 
have more thorough investment plans so 
that it can carry out a more thorough ana- 
lysis of potential costs and benefits. And, 
in the process, the Agency will probably 
want to suggest to the applicant ways in 
which his proposal can be improved or 
modified so as to overcome the concerns. 

Whether proposals involve large or 
small businesses, they must all go through 
the same review process and must all 
show likely significant benefit to Canada 
before the Government can allow them to 
proceed. The wise investor will obtain all 
the pertinent information possible and will 
clear up any questions he may have 
before submitting his application. He will 
thus be in a position to structure his 
investment plan in a way that clearly 
shows significant benefit to Canada ac- 
cording to the five assessment criteria that 
are specified in the Foreign Investment 
Review Act. He will also make sure that 
the representative he chooses to deal 
directly with the Agency has the authority 
necessary to negotiate with officers of 
FIRA and make the decisions required 
with a minimum of interruptions for con- 
sultation with head office. As was stated 
at the beginning of this article, the review 
process is indeed a process of consulta- 
tion and cooperation between investors 
and officers of the Foreign Investment 
Review Agency. 
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New 
opportunities 
in Canadian 
banking 


by W.T. Mitchell 
and D.L. Derry 


W.T. Mitchell and D.L. Derry are partners 
with Price Waterhouse & Co. in Toronto. Mr. 
Mitchell has been involved in audits of char- 
tered banks for over 20 years and is the firm’s 
authority on banking. Mr. Derry has 10 years 
experience in audits of banks and other financial 
institutions. Readers are invited to contact the 
authors in Toronto for copies of a detailed pub- 
lication on the Bank Act on which this article is 
based. 


A major objective of the new Bank Act, which became law on 
December 1, is to increase competition in Canadian banking and, 
at the same time, enable the federal government to exert in- 
creased control over banking-related operations of non-Canadian 
banks. Accordingly non-Canadian banks will be permitted, com- 
mencing this year, to incorporate Canadian banking subsidiaries 
and engage in the same banking activities as Canadian chartered 
banks. Certain restrictions will prevail; but it is evident that the 
next few years will witness intense competition as foreign banks 
establish an increasingly strong presence in Canada, while Cana- 
dian banks expand further into areas not previously open to them 
at home and continue their expansion abroad. 


The principal features of the Canadian 
banking system were established in 1934 
with the creation of the Bank of Canada, 
Canada’s central bank, and its nationaliza- 
tion in 1938. Though the members of the 
Bank’s board of directors are all appointed 
by the Government and the capital stock 
is owned entirely by the Government, tra- 
ditionally the Bank has been given a rela- 
tively free hand to formulate and carry 
out monetary policy. This relative inde- 
pendence has been particularly important 
when monetary policy is designed to com- 
bat inflation and can be unpopular. It is 
clear, however, that the Government, 
through the Minister of Finance, is ulti- 
mately responsible for monetary policy, 
which means that the course pursued by 
Canada’s central bank must conform with 
the views of the Government. In cases of 
disagreement, the Government has the 
power to issue directives which the Bank 
must follow. 

The Bank of Canada thus manages Can- 
ada’s monetary policy in consultation with 
the Minister of Finance. It does so by reg- 
ulating credit and currency within limits 
reflecting the Government’s economic 
strategy. In addition to formulating fiscal 
policy, the Minister of Finance supervises 
the affairs of Canada’s chartered banks; 
he does this through the office of the In- 
spector General of Banks. ' 

The chartered banks are the third key 
element of Canada’s banking system. In 
the recent past, commercial banking in 
Canada has been carried out by federally 
chartered banks with broad share owner- 
ship, extensive branch networks and assets 
approaching $300 billion. The largest of 
the chartered banks, sometimes referred 
to as the “big five’, account for 90 per- 
cent of the assets of banks in Canada and 
are among the world’s largest. The big five 
include the Royal Bank of Canada, the 
Canadian Imperial Bank of Commerce, the 
Bank of Montreal, the Bank of Nova 
Scotia and the Toronto-Dominion Bank. 


An evolving situation 

The right to use the word “bank” as 
part of the name of an organization was 
confined to those organizations that had 
received Canadian Government charters to 
operate as banks. In recent years, how- 
ever, Canadian and foreign financial insti- 


tutions have been expanding into the 
fringes of the banking business. As it 
became evident that the new banking 
legislation would encourage competition, 
the number of participants and the size of 
their operations in this fringe area in- 
creased dramatically. 

Until now, foreign banks have operated 
as representative offices, which referred 
loan business to offices outside Canada, 
or as financial subsidiaries, which were 
often provincially incorporated and there- 
fore not subject to federal government 
control. While these financial subsidiaries 
have not been permitted to take deposits, 
they have been able to make loans funded 
through Canadian short-term paper guar- 
anteed by the parent banks. These opera- 
tions have grown to the extent where 
some 90 foreign banks now have offices 
or Operations in Canada and assets ex- 
ceeding $9 billion. The largest of these is 
Citibank with assets of about $2 billion 
and offices in several Canadian cities. 
While most of the foreign bank operations 
are centered in Toronto, a number can be 
found in Montreal. The large natural 
resource development projects and the 
growth of Western Canada have also 
drawn several foreign banks to Calgary 
and Vancouver. 


The new Bank Act 


While Canadian operations of foreign 
banks will henceforth be much more 
closely supervised, they will have opportu- 
nities to compete on an equal footing with 
Canadian banks. Representative offices 
will be required to register with the In- 
spector General of Banks and limit their 
services to a liaison role between clients 
of the bank and the bank’s other offices. 
If foreign banks wish to operate more ex- 
tensively, as most of them will, they must 
apply for incorporation and licensing as a 
“Schedule B” bank. Schedule A banks are 
domestic banks in which no shareholder 
owns more than 10 percent of voting 
stock. Following approval of their applica- 
tion by the Governor in Council or Cabi- 
net and the issuing of letters patent, the 
Minister of Finance issues a licence to the 
bank to carry on business. The Minister of 
Finance has sole discretion in renewing 
banking licences, which, in the first five 
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years, are valid for periods of not longer 
than one year and, after five years, are 
valid for periods of not longer than three 
years. 

The issuance of letters patent and the li- 
cence to foreign banks will depend on 
three basic considerations. The first is that 
there must be solid evidence of the finan- 
cial strength of the new bank or its parent 
bank. In addition, a ‘letter of comfort” is 
required, which states that the parent 
bank has ultimate responsibility to support 
the Canadian subsidiary. Second, it is im- 
portant that foreign banks demonstrate 
that they will contribute to competitive 
banking in Canada, including increased 
price competition and banking services. 
The third consideration is the treatment 
that Canadian banks receive in the prin- 
cipal banking jurisdiction of the applicant. 
Foreign banks will have to produce evt- 
dence from their regulatory authorities at 
home that operating conditions for Cana- 
dian banks are equally favourable. Given 
this consideration, one might expect that 
the Government may seek to ensure a 
broad national representation of foreign 
banks in Canada, which could be accom- 
plished by restricting the number of banks 
from any one jurisdiction and placing a 
ceiling on each bank’s authorized capital 
in order to limit their individual size. Also 
to be considered is the concentration of 
ownership of the parent: a wide distribu- 
tion of ownership of the parent is consid- 
ered more desirable than a narrow con- 
centration of ownership, unless the owner 
is a government. 

The Inspector General of Banks’ office 
has issued “A Guide for Foreign Banks’’, 
which describes the procedures required 
to become a bank. Members of his office 
have been meeting with foreign bankers to 
discuss their applications, and any foreign 
bank considering incorporation in Canada 
would be well advised to obtain a copy of 
the guide. Personal meetings with the In- 
spector’s staff are essential and should be 
arranged before an application is pre- 
pared. Such meetings should save the 
investor time in the application process by 
ensuring that the documents filed supply 
appropriate information. It should be 
noted that foreign bank subsidiaries are to 
be governed by the Bank Act rather than 
the Foreign Investment Review Act, which 
governs foreign direct investment in other 
areas. 


Requirements for foreign banks 


Foreign bank subsidiaries that are li- 
cenced to operate in Canada will be 
treated the same way as domestic banks 
in the fields in which they compete, in- 
cluding the following: borrowing money, 
entering into conditional sale contracts, 
lending with or without security, entering 
into acceptances and guarantees, acting 
as a financial agent, issuing credit cards 
and providing certain limited data process- 
ing services. Two areas of activity that are 
now specifically permitted as a result of 


the amendments are factoring and finan- 
cial leasing. Foreign bank subsidiaries are 
free to open as many branches as they 
wish, the only condition being that each 
branch opening must be approved by the 
Minister of Finance. 

Foreign bank subsidiaries, however, will 
be subject to certain restrictions. They 
must be adequately capitalized and con- 
servatively financed to ensure stability, 
and their growth is to be controlled. For 
instance, they must have authorized share 
capital of $5 million or more, of which at 
least half must be paid-in. In addition, 
domestic assets (Canadian dollar and 
foreign currency loans to Canadian resi- 
dents) may not exceed 20 times the au- 
thorized capital. Foreign bank subsidiaries 
will be prevented from dominating Cana- 
dian banking because the aggregate 
domestic asset value of all foreign bank 
subsidiaries is limited to 8 percent of the 
value of all domestic assets of banks. The 
8-percent share is currently valued at $15 
billion, which is $6 billion greater than the 
current value of domestic assets of all 
foreign banks in Canada. 

Another restriction is that all banks 
operating in Canada are generally limited 
to owning 10 percent of Canadian com- 
panies, and for Schedule B banks this re- 
striction is extended to foreign companies. 
“Grandfather” rules allow foreign banks 
to continue owning investments in certain 
companies held before passage of the 
legislation. 


Outlook 


Not all foreign bankers are convinced 
that the opportunities created by the new 
Bank Act justify the cost involved. A large 
number of new banks with greater capital- 
ization than they might desire will be 
competing for very similar segments of 
the market. In addition, many of the 
foreign bank subsidiaries that have been 
active in Canada over the last decade may 
find that the new rules, which effect all 
banks, leave them more restricted than 
before. For instance, they will now be sub- 
ject to the same reserve requirements as 
domestic banks, which will increase their 
borrowing costs. Furthermore, some 
foreign banks that have until now been 
very, active in financial leasing will find 
that they, like all banks, are barred from 
parts of that market such as automobile 
fleet leasing. 

In spite of these restrictions, it is clear 
that most foreign banks that are active in 
Canada intend to incorporate as Schedule 
B banks. Those organizations already 
having banking-related operations have 
little choice: they must either become 
banks or restrict the funding of these oper- 
ations since they will not be permitted to 
issue short-term paper with parent-bank 
guarantees, the major source of funds at 
present, unless they are banks. 

Foreign banks that have limited their 
Canadian presence to representative 
offices do not have as clear an option. 
While they lack the advantage of an 


established operating base, most appear to 
have concluded that some kind of Cana- 
dian presence is important. Many believe 
that the 8-percent ceiling on foreign banks 
will be reached fairly quickly and that 
they may not have another opportunity to 
enter Canadian banking unless they estab- 
lish their position. Many have also iden- 
tified particular parts of the Canadian 
economy in which they could excel and 
are developing plans accordingly. 

No doubt some foreign banks may be 
considering simply continuing to operate 
through the medium of a provincially 
incorporated finance type company. They 
should be aware, however, that the Bank 
Act has a number of provisions that will 
make it difficult for foreign banks to oper- 
ate outside the parameters of the Act. Pre- 
sumably, the Government would have 
little difficulty restricting future expan- 
sion, if it concluded that the Act was 
being circumvented. 

The existing branch networks of Cana- 
dian banks and their related high costs 
make retail banking unattractive to all but 
a few foreign banks which might open a 
limited number of branches in the hope of 
capturing the business of certain highly 
concentrated ethnic communities. Most, 
however, are planning to have a limited 
number of offices and to cater to the 
lower cost wholesale market, that is cor- 
porate loans funded largely through the 
short-term paper market. 

The following are some of the activities 
that seem to hold the greatest promise for 
the foreign bank subsidiaries. The first is 
participation in syndicates to finance 
resource development. Canada’s needs for 
resource-related capital over the next 10 
years are expected to exceed $250 billion, 
much of which must come from foreign 
sources. A second activity would be to 
improve the servicing of Canadian subsi- 
diaries of customers they have in their 
home jurisdiction. Some foreign banks will 
no doubt specialize in financial services to 
certain industries such as forest products, 
mining or oil and gas. A fourth activity 
area is import-export financing or the use 
of their expertise in financing trade be- 
tween Canada and their own countries. 
Foreign banks that are already well estab- 
lished in leasing can be expected to pro- 
vide strong competition in this area. Not 
to be forgotten is foreign exchange trading 
as a means of hedging risks of currency 
fluctuations and possibly increasing 
profits. 


While many foreign banks appear ready 
to seize the chance to establish them- 
selves in Canada and develop their portion 
of the market, it is not clear that all 
foreign banks now represented in Canada 
will avail themselves of this opportunity. 
Everyone agrees, however, that, before the 
decade is over, banks from Europe and 
Asia, as well as banks from the United 
States and South America, will become 
members of what has hitherto been an ex- 
clusively Canadian club. 
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A resurgent 
Canadian 
aerospace 
industry 


by David Godfrey 


The author, who is a professor at Ryerson 
Polytechnical Institute, in Toronto, has 30 years 
experience in the aerospace industry both in 
Canada and in Great Britain. 


| 


Canada’s aerospace industry is establishing a solid reputation of 
increasingly impressive proportions in specialized fields where 
world markets are growing fast for short take-off and landing air- 
planes, business jets, small turbine engines and electronic systems. 
The 1970s were a decade during which the industry gained sub- 
stantial experience in export markets and it is anticipated confi- 
dently that the 1980s will see a significant increase beyond 
Canada’s present 7 percent share of world aerospace trade. 


Striking changes have taken place in the 
Canadian aerospace industry since the 
trauma of the Canadian Government's 
cancellation of the Arrow fighter program 
early in 1959. Abandoning this centerpiece 
program — which included new engine, 
missile and electronics systems — threw 
out of gear and into oblivion a large seg- 
ment of the industry and thus jeopardized 
Canada’s aspirations of attaining world 
status as an aircraft producer. Many expe- 
rienced engineers and production man- 
agers were forced to find work in U.S., 
British and other industries that were only 
too happy to welcome them. Devastated 
by the shock of the Arrow cancellation, 
the industry was dealt a severe blow with 
Avro Aircraft, Orenda Engines and many 
supplier companies virtually wiped out. 
But perspicacity, pertinacity and innova- 
tion in other areas of the industry assured 
continued evolution. 

Rather than try to compete with well- 
established producers of large commercial 
and military aircraft, Canada’s industry 
concentrated increasingly through the 
1960s on the development of specialty- 
type aerospace products such as short 
take-off and landing (STOL) utility aircraft, 
airborne surveillance drone systems, small 
engines, electro-mechanical aircraft sys- 
tems and a wide variety of components. 
During the 1960s the industry evolved 
from being mainly a supplier of military 
products to an export-oriented producer of 
commercial and civil products. By 1966, 
exports already accounted for the largest 
part of sales and, by 1970-71, commercial 
and civil products dominated the industry. 

In the 1970s the industry initiated a 
great number of innovative projects. De 


Canada’s major aerospace companies 


Activity Name Location 
Airframes and parts Canadair Montreal 
de Havilland Aircraft of Canada Toronto 
McDonnell Douglas Canada Toronto 
Aero-engines and parts Pratt & Whitney Aircraft of Canada = Montreal 
Space-related products, airframe SPAR Aerospace Toronto 
compcnents, repair and Bristol Aerospace Winnipeg 
overhaul 
Avionics Litton Systems Canada Toronto 
Computing Devices Ottawa 
CAE Electronics Montreal 


Havilland, a consistent leader in the indus- 
try, proceeded in 1972 with the design, 
development and manufacture of two pre- 
production DASH 7 50-passenger turbo- 
prop commercial STOL transports on the 
strength of Canadian Government support. 
The support included an option for the 
Government to buy de Havilland from its 
parent company Hawker Siddeley, an 
option which the Government exercised in 
June 1974. In January 1976, the Govern- 
ment bought Canadair from General 
Dynamics, thus further rationalizing the 
industry and increasing Canadian owner- 
ship and control. Three months later, 
Canadair acquired the rights to develop 
and build the LearStar 600, a business jet 
of advanced design which it later renamed 
Challenger. 

The DASH 7 and the Challenger have 
international recognition as leaders in 
their class and both have led to successful 
derivative designs: the DASH 8, a 36-pas- 
senger twin-turboprop STOL transport for 
commuter airlines; and the Challenger 
“E”, an extended version of the Challenger 
with more powerful engines. Equally 
important is the development of the new 
PT7 turboprop for the DASH 8 by Pratt & 
Whitney Aircraft of Canada, an engine 
that has also been chosen by foreign 
manufacturers, as has been the case for 
the PT6 turboprop and JT15D turbofan 
engines which Pratt & Whitney produce 
and which power a wide variety of aircraft 
in 120 countries. 

But the evolution of Canada’s aero- 
space industry in the 1970s reflected 
much more than the successful develop- 
ment of aircraft and engine manufac- 
turers. Also involved were the design and 
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development of electronic fuel-control 
systems, flight simulators, magnetic 
anomaly detectors, reconnaissance drones, 
satellite navigation systems, mechanical 
strain recorders, inertial navigation sys- 
tems, communication satellites, and 
remote manipulator systems for the U.S. 
Space Shuttle orbiter vehicle. 

It is obvious, therefore, that the Cana- 
dian aerospace industry concentrated suc- 
cessfully on special product lines and 
proved its ability to innovate and market 
some of the world’s most sophisticated 
technology. This is a far cry from the dog 
days of 1960 when many predicted, in the 
wake of the Avro Arrow’s demise, that 
Canada’s fate was to be nothing more 
than an exporter of brains and an importer 
of technology. 


The structure of the industry 


Given the variety of products and the 
wide range of companies involved, the 
Canadian aerospace industry is by no 
means a monolith. A 1978 task force 
study, prepared by representatives of busi- 
ness, labour and government, describes 
the industry as having three tiers: the first 
comprises companies that have an inte- 
grated ability to design, develop, manufac- 
ture and market complete aircraft and 
aero-engines; the second, companies that 
can manufacture aircraft, space and aero- 
engine sub-systems, including some design 
and development capability; and the third, 
manufacturing companies that are gen- 
erally small businesses providing machin- 
ing, sheet-metal, casting, heat-treatment, 
plating and other services, many of which 
are also engaged in non-aerospace 
activities. 

Though the task force group described 
the industry in that way, it took great 
pains to explain that Canadian aerospace 
business relationships must be seen in a 
North American perspective, rather than a 
strictly Canadian one. Although second- 
and third-tier companies supply first-tier 
companies, much of their work must be 
done for U.S. prime contractors if they 
hope to have viable businesses. One 
example given by the task force is that of 
a second-tier Canadian manufacturer of 
landing gears that may-supply a Canadian 
first-tier aircraft manufacturer, but also 
must supply prime contractors in the U.S. 
market to have the volume of business 
necessary to stay in business, let alone 
thrive. Thus, the Canadian aerospace in- 
dustry is an integral part of the North 
American industry whose success is predi- 
cated on its ability to penetrate the U.S. 
and other markets. 

While the Canadian aerospace industry 
is concentrated in Ontario and Quebec, it 
is present in every region of the country. 
In terms of value of production, the latest 
figures available (1980) show Ontario lead- 
ing ($940 million), followed by Quebec 
($939 million), Western Canada ($131 mil- 
lion) and the Atlantic Provinces ($9 mil- 
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lion). Of some 42,000 workers employed 

in the industry, 46 percent are in Ontario, 
45 percent in Quebec, 8 percent in Western 
Canada and 1 percent in the Atlantic Prov- 
inces. Major aircraft companies, especially 
first-tier firms, have been established in 
large metropolitan areas such as Montreal 
and Toronto to have ready access to 
highly-skilled labour and experienced man- 
agers and professionals. Their presence in 
these areas has attracted various support- 
ing industries which receive sub-contracted 
work from the major firms and also pro- 
vide specialized technological services. 
Western Canada and the Atlantic Prov- 
inces have second and, mostly, third-tier 
companies who provide repair and over- 
haul services as well as limited manufac- 
turing of sub-contracted parts. Of the 97 
companies listed as full members of the 
Air Industries Association of Canada, 23 
had sales of $5 million or more and 9 
major companies accounted for well over 
half of total sales. 


Government-industry relations 


The Canadian Government's support of 
the aerospace industry is, in many ways, 
governed by the same objectives as those 
given by other governments to their aero- 


Skilled technicians assemble precision gyroscopes that are ke 


one millionth of an inch. 


space sectors: to ensure the maintenance 
and development of what is a capital- 
intensive high-technology industry; to 
create employment opportunities requiring 
highly technical and scientific, managerial 
and production skills; and to support an 
export-oriented industry that makes a sig- 
nificant contribution to the balance of 
payments and that provides a consider- 
able domestic market for a variety of 
supply industries. 

Government encouragement to the 
industry is provided directly through a 
variety of programs including the Canada| 
U.S. Defence Production Sharing Agree- 
ment (DPSA) and the Defence Industry 
Productivity (DIP) program, which provides 
a 50-percent grant on research and devel- 
opment and 100-percent funding of capital 
investment, half of it repayable over five 
years without interest. The Enterprise 
Development Program has also encour- 
aged innovation. In addition, the Export 
Development Corporation supports foreign 
purchases of a variety of Canadian prod- 
ucts, including aerospace, by means of in- 
surance, loans, guarantees and other 
services. Government procurement poli- 
cies are also designed to support the aero- 
space industry in a way that is consistent 
with Canada’s international obligations 


under the General Agreement on Tariffs 
and Trade. There is also indirect support 
to the industry in the form of offset bene- 
fits that are built into major government 
purchases such as the Long Range Patrol 
Aircraft and the New Fighter Aircraft 
programs. 

While the support provided by the 
Government seems substantial, aerospace 
industry spokesmen maintain that it falls 
short of what other countries provide to 
their aerospace industries. It is, however, 
very hard to agree or disagree with this 
claim, given the variety of data available 
and the difficulties involved in comparing 
One country’s figures with another’s. One 
thing is certain: the dialogue and coopera- 
tion between the aerospace industry, 
through the Air Industries Association of 
Canada, and the Government, principally 
through the Department of Supply and 
Services, the Department of Industry, 
Trade and Commerce, the Department of 
National Defence, and the Ministry of 
State for Science and Technology, will 
continue because the aerospace industry 
is one of the foundation blocks for Can- 
ada’s high-technology future. What is 
more, according to the Air Industries Asso- 
ciation figures, each $1 of assistance has, 
on average, resulted in $24 worth of sales. 


y elements in Litton inertial navigation systems. Some components are machined to 
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More and more orders are being received for Canadair’s highly successful business jet, the Challenger. 


Foreign ownership 


Data are hard to find on the degree of 
foreign control and ownership in the Cana- 
dian aerospace industry because they are 
usually given on an industry sub-group 
basis and, even when so given, are not up 
to date. The common figure used is that 
the industry is 50-percent foreign owned. 
The 1978 sector task force study, however, 
leads one to conclude that 50 percent is a 
little high. Pratt & Whitney is now the 
only foreign-controlled company among 
the three major first-tier firms. The task 
force estimated that over 50 percent of 
the second-tier firms were foreign-con- 
trolled, whereas most in the third tier were 
Canadian-controlled. 

One interesting feature of the foreign- 
controlled firms is that many have been 
given ‘‘world product mandates” by their 
parent companies, making them respon- 
sible for the research, development, manu- 
facture and marketing of certain product 
lines. The fact that most companies in the 


industry live or die on the basis of their 
export performance means that world 
product mandates are, in most cases, not 
only desirable but necessary features of 
foreign-controlled aerospace companies in 
Canada. 


Outlook 


The industry will have to face some 
serious challenges. Being so heavily 
dependent on exports, it must continue to 
meet very tough international competition 
in a business whose rate of technological 
change is exponential. To meet interna- 
tional competition, Canada’s aerospace in- 
dustry will have to continue improving its 
productivity and pouring hundreds of mil- 
lions of dollars into research and develop- 
ment. There is the ever-present challenge 
of the financial dangers implicit in the 
manufacture of high-cost high-risk 
products that have long pay-back cycles 
and that are subject to the uncertainty of 


government purchasing policies and deci- 
sions, tariff and non-tariff barriers, infla- 
tion and technological obsolescence. 

In spite of all these factors, industry 
spokesmen seem very optimistic. The Air 
Industries Association of Canada has fore- 
cast that total sales will pass the $4 billion 
mark by 1984, approximately $3.3 billion 
of which will be exports, and that employ- 
ment will reach 55,000. The wide range of 
products, from complete aircraft and 
engines to miniaturized electronic com- 
ponents, provides the kind of balance 
necessary for the industry to live through 
the business cycles of various sub-groups 
of the industry. Canadian leadership in 
certain product lines — short take-off and 
landing craft, business jets, small turbo- 
prop and turbofan engines, flight simu- 
lators, navigation systems, control systems 
and specialized electronics — indicates 
firmly that the industry will continue to 
grow rapidly well into the 1980s, provided 
that the necessary additional financial 
commitment is made. 
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The Alaska 
Highway Gas 
Pipeline: not 
your everyday 
shopping list 


by Robert Irvine 


Robert Irvine is an Analyst with the Ministry 
of State for Economic Development. The views 
expressed are his own and do not necessarily 
reflect those of the Government of Canada. The 
assistance of the Northern Pipeline Agency, 
Foothills Pipe Lines (Yukon) Limited and the 
supplier companies mentioned is gratefully ack- 
nowledged. 


Approval by the Government of Canada in July 1980 of the 
southern Canadian sections of the Alaska Highway Gas Pipeline 
again focussed public attention on the considerable economic 
activity that this project will generate in Western Canada. What 
has perhaps not been as widely recognized are the very substantial 
benefits that the project will bring to other regions of the country. 


Described as the largest private capital 
project ever undertaken in the world, the 
pipeline will transport natural gas from 
Prudhoe Bay on the North Slope of Alaska 
to markets in California and the midwest- 
ern United States. The system is being 
constructed to deliver about 2.4 billion 
cubic feet (bcf) per day to U.S. consumers 
with the potential for handling an addi- 
tional 1.2 bcf per day of Canadian Mac- 
kenzie Delta gas, which may be injected 
into the system near Whitehorse, Yukon 
Territory for delivery to markets in 
Canada. 

The pipeline will involve 4,780 miles of 
56, 48, 42 and 36-inch pipe, approximately 
2,030 miles in Canada and 2,750 miles in 
the United States. Construction will 
account for just part of the estimated 
$31.4 billion needed to cover capital 
costs. Other major costs include a condi- 
tioning plant and, of course, pipe, which 
in itself accounts for 40 percent of the 
costs. Over $8 billion will be spent on the 
Canadian portion and about $23 billion for 
the U.S. portions, which will include 
Alaska (730 miles) and areas south of the 
49th parallel (2,020 miles). 

The Canadian portion of the line is the 
responsibility of Foothills Pipe Lines 
(Yukon) Limited of Calgary. This company 
is 50 percent owned by Nova, an Alberta 
Corporation (formerly the Alberta Gas 
Trunk Line Company Limited) also based 
in Calgary, and 50 percent owned by 
Westcoast Transmission Company Limited 
of Vancouver. Given the complexity and 
scale of the work to be undertaken, Foot- 
hills Pipe Lines (Yukon) has in turn estab- 
lished five subsidiary companies which are 
wholly responsible for the design, con- 
struction and operation of the line in the 
Yukon Territory, northern British Colum- 


bia, southern British Columbia, Alberta 
and Saskatchewan. 

Construction of the southern Canadian 
portion of the line in southeastern British 
Columbia, Alberta and southwestern Sask- 
atchewan, involving 530 miles of pipe ata 
cost of $662 million, will permit the initial 
export of some 1.14 bcf a day of Alberta 
gas to the United States. Within two 
weeks of the Government's approval, work 
began on the western leg of the Phase 1 


‘sections with members of the Kootenay 


Area Indian Council, on contract with 
Foothills, clearing brush and offloading 
pipe. The western leg is now completed 
and it is expected that work on the east- 
ern leg will be finished by the end of this 
year. 


An immense shopping list 


The pipeline builders’ requirements for 
material and labour to complete the proj- 
ect, starting with the first sections, can 
justifiably be called the ultimate shopping 
list. A guidebook for prospective suppliers 
and contractors published by Foothills 
calls for everything from accounting serv- 
ices and adhesives to winches and wire. In 
fact, over 200 major types of equipment, 
material and services are needed. What is 
most impressive about the list, is the sheer 
size of the undertaking and the potential 
benefits which it represents for regions 
and industrial sectors right across the 
country. 

In May 1980, Foothills awarded con- 
tracts for supply of all of the pipe for the 
Canadian portion to two Canadian com- 
panies, Stelco Inc. of Hamilton, Ontario 
and Interprovincial Steel and Pipe Cor- 
poration Limited (Ipsco) of Regina, Saskat- 
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chewan, who offered the most competi- 
tive bids. The contract involved an initial 
procurement of 80 percent of Foothills’ 
requirements, holding 20 percent in 
reserve to be earned by the companies 
over the life of the project. Of the initial 
order, 55 percent was allocated to Stelco 
and 45 percent to Ipsco. These are the 
largest single contracts ever handled by 
those companies. 

Initially, Stelco is supplying both 
finished pipe from its two mills at 
Welland, Ontario, as well as providing 
skelp, which is a form of steel plate, from 
its Hilton Works in Hamilton for conver- 
sion to pipe at its plant in Camrose, 
Alberta. For the mainline portions of the 
project, those following Phase 1, all of 
Stelco’s pipe will be produced at Welland 
from skelp manufactured at Hamilton or 
its Lake Erie Works at Nanticoke, Ontario. 

Steel coil produced by Ipsco is being 
used to fabricate large-diameter, spiral- 
welded pipe in its Regina plant and is also 
being shipped to Ipsco’s mills in Edmon- 
ton for pipe manufacture there. Both the 
federal and Saskatchewan governments 
supported an earlier capital plant expan- 
sion effort by the company in 1978. 

The benefits to Stelco and Ipsco of the 
initial pipe order are not limited simply to 
the large volume of work generated or in- 
deed the major capital expansion carried 
out by these companies at least in part in 
anticipation of successfully bidding on 
that work. The key benefit is that the 
Alaska Highway Pipeline breaks new 
ground in its requirement for substantial 
quantities of high-strength, Arctic-grade, 
large-diameter pipe, which has led to the 
development by the steel-makers of a new 
family of steels suitable for Arctic applica- 
tions, new inspection techniques and im- 
proved manufacturing processes. 

The timing of the project has also been 
beneficial. Foothills’ initial order and, in 
particular, the 300,000 tons of 36-inch and 
42-inch diameter pipe needed for the first 
sections has stimulated activity in the 
mills at a time when traditional markets 
such as the automotive sector are soft. 

Turbo-compressor equipment, needed to 
push the gas through the pipe, is another 
essential item in Foothills shopping list, 
which was part of the initial orders. Foot- 
hills made a preliminary procurement of 
four turbine-compressor units. Three of 
these major pieces of equipment will be 
provided by Cooper-Rolls Corporation of 
Mississauga, Ontario. As part of this con- 
tract, an affiliate, Rolls-Royce (Canada) 
Limited will produce three 30,000-horse- 
power gas turbines — the RB211 — at its 
Montreal plant. Another affiliated com- 
pany, Cooper Energy Services Limited will 
manufacture the compressors and assem- 
ble and test the completed units at its 
plant in Stratford, Ontario. 

The potential to become a major SUup- 
plier of components for the turbine- 
compressor units to be installed along the 


_ Canadian portion of the Alaska Highway 


Pipeline was a significant factor in an 
earlier decision by Rolls-Royce to desig- 
nate its Montreal plant as the sole sup- 
plier of the industrial RB211 turbines for 
sale around the world. Similarly, the pipe- 
line builders’ order has contributed to 
Cooper-Rolls’ plan of developing Stratford 
as the prime source of supply of its 
Coberra series of compressor units for 
markets in Canada and abroad. 

The other initial turbine-compressor unit 
is being supplied by Westinghouse Canada 
Limited of Hamilton. The model chosen 
by Foothills, the CW-352, has a history 
going back to 1973 when Westinghouse 
Canada successfully proposed to its parent 
that the Canadian subsidiary be assigned 
world charter responsibilities for the 
design, development and manufacture of 
a new family of two-shaft high-efficiency 
gas turbines. Development work on the 
project commenced in November 1973 
and is continuing. The first units of the 
new gas turbine line were delivered to cus- 
tomers in 1979, including two ordered for 
a Petro-Canada extraction facility which 
feeds ethane to Alberta Gas Ethylene, an- 
other member of the Nova family of com- 
panies, for its new gas processing plant at 
Joffre, Alberta. . 

The world product mandate of Westing- 
house Canada in gas turbines in itself has 
stimulated a $39 million investment pro- 
gram since 1976, including a new $30 mil- 
lion components plant in Renfrew, Ontar- 
io, the latter being built with $6.3 million 
in assistance from the federal Department 
of Regional Economic Expansion and $1.6 
million from the Province of Ontario. Per- 
haps most significant in terms of encour- 
aging exports, Foothills’ initial order of the 
CW-352 represents the first Opportunity to 
install the turbine on a gas pipeline. West- 
inghouse Canada will thus have a working 
model of its turbine in a new setting 
which it can show to other potential Cana- 
dian and offshore clients. 


Valves and fittings are also needed. All| 
major valves and fittings for the western 
leg of the prebuild were ordered and 
delivered last summer at an approximate 
cost of $3 million. A good example of a 
firm outside of Western Canada that has 
benefitted from the project in this field is 
Uniracor Limitée of Montreal. In 1978, 
Uniracor received $6.5 million in assist- 
ance from the federal Department of Re- 
gional Economic Expansion to build a $31 
million plant (with 200 jobs) at Bécancour, 
Quebec. Uniracor has in turn established a 
world-class facility for the manufacture of 
pipe fittings. Foothills’ procurements of 
Uniracor products for Phase 1 should help 
the company to penetrate other markets 
in the United States, Mexico and the 
Middle East. 


Pipe, turbo-compressor equipment, and 
valves and fittings are just one part of the 
plethora of materials and equipment 
needed by the Foothills group. Building a 
pipeline will create jobs not just in the 
manufacture of components, but also 


in its actual construction (1,325 person- 
years of work for the first phase alone), in 
such areas as computer technology, design 
engineering, environmental assessment 
and radiography. Other employment 
Opportunities are being created: manage- 
ment, construction and supply of inputs to 
the pipeline; work provided in turn to sec- 
ondary and tertiary sub-suppliers; and 
spinoffs from the $16 billion in export gas 
revenues resulting from the pipeline, a 
substantial portion of which will accrue to 
Alberta producers and pipeline companies. 
Not to be forgotten is the multiplier effect 
which the project will undoubtedly have 
on the economy. Although estimates vary 
as to total employment impact, taking 
everything into account, about 350,000 
person-years of work could be generated 
by the project in Canada. In peak years, 
this would represent a contribution of 
close to 1 percent to the nation’s GNP. 


Beyond the pipeline project 


Construction of the Alaska Highway Gas 
Pipeline will benefit the Canadian eco- 
nomy in a number of ways that are not ex- 
clusively related to the project itself, such 
as: encouraging R&D, spurring capital 
investment, promoting exports, and estab- 
lishing new Canadian sources of supply. 
These are in part a function of stipulations 
respecting Canadian content and other 
matters set by the Northern Pipeline 
Agency, the federal regulatory body 
charged with overseeing the project. What 
is perhaps even more significant, however, 
is the enlightened three-point procurement 
policy developed by Nova, which Foothills 
has adopted, and which consists of the 
following: 1) to acquire the required goods 
and services on time and on generally 
competitive terms; 2) to establish a secure 
base for future domestic supply of goods 
and services; and 3) to increase participa- 
tion of Canadian-owned and controlled 
firms in major Canadian capital projects. 

But the Alaska Highway Gas Pipeline 
raises broader considerations on how 
Canadians and those investing in Canada 
can make the most of other major energy 
investments and mega-projects planned in 
the 1980s and beyond. A study released 
last year by the Canadian Institute for 
Economic Policy underlined the impor- 
tance of those considerations when it esti- 
mated that total energy investments 
required in Canada will amount to $210 
billion, $67 billion of which will be spent 
on equipment. 

Perhaps the best comment on the 
implications for Canadian industry of 
Foothills’ procurements is to point out 
that the old cliché “everything but the 
kitchen sink” does not apply in the case 
of the Alaska Highway Gas Pipeline. A 
quick review of the ‘Business Opportuni- 
ties’ handbook prepared by Foothills 
reveals that seven kitchens, including 
sinks, will be needed for each 500 to 600 
man team along the line. 
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The 


canadianization 


of Brinco 


by Alan Darisse 


The author is Head of Communications, 


Foreign Investment Review Agency. 


Last November, the Minister responsible for the administration 
of the Foreign Investment Review Act, the Honourable Herb Gray, 
announced that he had informed Brinco Limited that, in his opin- 
ion, the corporation was no longer a non-eligible person within the 
meaning of the Act; in other words, that Brinco was now consid- 
ered a Canadian-controlled company. In the past 10 or 15 years an 
increasing number of firms have canadianized themselves, as 


Brinco did. 


Brinco is by no means the first foreign- 
controlled company to have canadianized 
itself. Several major firms in Canada have 
taken the steps necessary to ensure that 
effective control would pass into the 
hands of Canadians. In fact, it has been 
estimated that between 1974 and 1979 at 
least $2 billion worth of assets were cana- 
dianized in this way which, for the corre- 


Brinco 
Limited 


sponding period, was greater than the 
value of all assets of Canadian-controlled 
firms that were allowed to pass into 
foreign hands. 

The Foreign Investment Review Act has 
been cited in one way or another by many 
of the firms in question since 1975. Ac- 
cording to an internal study carried out by 
the Foreign Investment Review Agency, 
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there seem to be two dominant FIRA- 
related reasons for canadianization. The 
first is a desire to be exempt from the 
foreign investment review process in the 
event that firms wish to acquire control of 
a Canadian business or establish a new 
unrelated one in Canada. The second is 
related to undertakings or commitments 
given by investors whose proposed invest- 
ments were allowed, according to which 
they agree to increase the level of Cana- 
dian ownership. Brinco’s decision to cana- 
dianize itself seems to have involved both 
reasons. 


Brinco’s canadianization 


Few firms in Canada can claim to have 
had as colourful a beginning as Brinco. 
Some of Canada’s and the world’s famous 
personalities were involved in its found- 
ing. Among the Canadians were former 
Premier Joseph Smallwood, Lord Beaver- 
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(Canada) 


100% 
Reichmann 
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brook and Sir William Stephenson, former 
head of Allied intelligence during the 
Second World War and subject of the 
book A Man Called Intrepid. Among the 
internationally famous were Sir Winston 
Churchill, who was Prime Minister of Brit- 
ain at the time, and Anthony and Edmund 
de Rothschild. All these men, especially 
Mr. Smallwood, played a role in organiz- 
ing the consortium, known officially until 
1971 as the British Newfoundland Cor- 
poration Limited, whose primary objective 
was to develop the natural resources of 
Newfoundland and Labrador. 

From its inception Brinco was clearly a 
U.K.-controlled corporation which was 
given almost carte blanche to develop 
Newfoundland’s resources. An agreement 
with the Province, known as the Principal 
Agreement, provided the corporation 
exclusive exploration rights over extensive 
tracts of land, including water rights. In 
1955, Brinco created a subsidiary, British 
Newfoundland Exploration Limited or 


Brinco Limited 


Tinto Holdings 


(U.K.) (Japan) 


Marubeni 


Brinex. That same year an exploration 
lease granted to Brinco, pursuant to the 
Principal Agreement and covering vast 
areas, was assigned to Brinex. Further con- 
cessions, covering mineral rights and 
petroleum, were granted to Brinex in 1957 
and 1970 respectively. So extensive were 
these concessions that in spite of a sur- 
render of considerable portions of the 
concessions over the years, Brinex still 
retains rights over approximately 10,400 
square kilometres of territory on the island 
of Newfoundland and in Labrador. 
Though Brinco’s original objective was 
mineral exploration and development, its 
claim to fame was the development, con- 
struction and initial operation of the mam- 
moth Churchill Falls hydro-electric power 
complex in Labrador, which in spite of 
innumerable political, economic and engi- 
neering obstacles was completed within 
budget and five months ahead of sched- 
ule. It has been estimated that 57 million 
barrels of oil or 22.5 million tonnes of 


Widespread 
holdings 


Brinco Limited 
Share Structure after 
Canadianization, December 1980 


100% 
Rio Tinto-Zinc 


FOREIGN INVESTMENT REVIEW — Spring 1981 21 


coal would be required to produce an 
amount of electricity equivalent to what 
Churchill Falls produces each year. 

In 1974 the Province of Newfoundland 
acquired Brinco’s interest in Churchill 
Falls and its water rights in the province 
for $160 million, a transaction that was 
particularly significant for its effect on the 
degree of Canadian ownership in the firm. 
According to the terms of sale, Brinco was 
required to offer to repurchase any of its 
shares from the shareholders. As it turned 
out, most minority shareholders tendered 
their shares for repurchase, whereas the 
major foreign shareholders maintained 
their interest. Canadian ownership, which 
had over the years reached 40 percent, 
consequently plummeted to 8 percent. 
The implications of this decrease took on 
even greater importance when in 1974 the 
Foreign Investment Review Act took effect 
and the Foreign Investment Review 
Agency was created. 


As was the case with a number of other 
resource companies in the mid-1970s, 
Brinco was becoming increasingly inter- 
ested in the oil and gas industry and 
began to look for a real foothold in that 
sector. By 1979 the corporation had only 
managed to gain a modest entry into the 
industry by means of a 25-percent non- 
controlling interest in Coseka Resources 
Limited. That same year, Brinco finally 
found the oil and gas investment oppor- 
tunity it had been looking for. The target 
was a firm called Conuco Ltd. 

As a foreign-controlled enterprise, 
Brinco had to apply to the Foreign Invest- 
ment Review Agency for government 
approval of its proposed acquisition of 
Conuco. By this time, the level of Cana- 
dian ownership was only about 7 percent. 
The firm calculated that the proposed 
transaction would increase Canadian 
equity participation to 17 percent. But, in 
an undertaking which Brinco’s two prin- 
cipal shareholders (see chart) gave to the 
Government, the firm committed itself to 
increasing Canadian ownership to 40 per- 
cent within two years and to 51 percent 
within five. What was not clear, however, 
was whether or not 51 percent Canadian 
ownership meant Canadian control be- 
cause Tinto Holdings Canada Limited, by 
far the major beneficial shareholder in 
Brinco, could conceivably have increased 
Canadian ownership to that level without 
forsaking its controlling interest. At the 
end of December 1979 Tinto Holdings, 
which is 100-percent owned by The Rio 
Tinto-Zinc Corporation Limited of the 
United Kingdom, still held a 53-percent 
beneficial interest of Brinco shares. The 
acquisition of Conuco — later renamed 
Brinco Oil & Gas Limited — which in- 
volved a number of other undertakings, 
was approved. 

The corporation, however, wanted to be 
in a position to grow by way of further 
acquisitions in the Canadian resource 
industry, and its management realized that 
its share structure would necessitate an- 


It has been estimated that it would require 57 million barrels of oil to produce an amount of 
electricity equivalent to what is produced each year by the Churchill Falls hydro-electric complex, 


which was developed by Brinco. 


other application to FIRA and a new 
round of negotiations if it decided to 
make a new acquisition. It was reported in 
the media that Brinco was indeed contem- 
plating such an acquisition early in 1980 
which “... could double the size of the 
company.” In fact, such a move was 
clearly stated in Brinco’s 1979 annual 
report: ‘‘Brinco Oil & Gas will be a net 
user of capital for some years and a first 
priority in 1980... will be the acquisition 
of significant cash-flow producing assets 
in the resource sector to support Brinco 
Oil and Gas Limited and other develop- 
ment activities.”” Equally important, the 
annual report went on to say that ‘Since 
the activities of non-Canadian companies 
in the resource sector in Canada will con- 
tinue to be constrained, a second and 
equally important priority is that further 
Canadianization of Brinco take place.” 

During the first half of 1980, Brinco 
sought possibilities of selling a large block 
of its shares to a suitable Canadian cor- 
poration. In so doing, the corporation’s 
chief executive officer expected that the 
transaction “’... would facilitate achieve- 
ment of (its) objective of eligibility for pur- 
poses of the Foreign Investment Review 
Act and pave the way for Brinco to pursue 
its plan to acquire further oil and gas 
interests in Canada.” Brinco hoped to 
make an acquisition after or at about the 
same time as Rio Tinto-Zinc would trans- 
fer its controlling interest to a Canadian 
investor, thus avoiding the FIRA review 
process. 


In the summer of 1980 Brinco found the 
suitable Canadian corporation it had been 
looking for. In August, purchase and sub- 
scription agreements were concluded be- 
tween Brinco’s major foreign shareholders 
— Tinto Holdings, Interocean, Marubeni 
and Fuji — and Olympia and York Devel- 
opments Limited, a corporation wholly- 
owned and controlled by Canadians. By 
means of those agreements, Olympia and 
York would acquire approximately 51 per- 
cent of the voting rights attached to all 
outstanding shares of Brinco. This, com- 
bined with the percentage of shares 
already controlled by Canadians, would 
result in over 70 percent of Brinco’s voting 
rights being controlled by Canadians, a 
large increase from the estimated 23-per- 
cent Canadian ownership which existed 
prior to the transaction. 

Brinco submitted these plans to FIRA in 
September, seeking a Ministerial opinion 
to the effect that, after the transaction, 
Brinco would no longer be considered a 
foreign-controlled company. The Agency 
and the Minister analysed the plans and 
concluded that, if carried out, it would be 
possible to give Brinco a favourable 
opinion. By October the firm was so 
advised and, by November, the transaction 
was carried out and the corporation was 
officially recognized as being Canadian- 
controlled. Brinco moved immediately to 
acquire Cassiar Resources Limited, an im- 
portant asbestos producer in Western Can- 
ada, and in the process canadianized that 
company. 
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Capital investment projects in Canada 


OE 


Manufacturing industries 


This list shows major Capital spending projects in progress or 
firmly committed in the manufacturing sector. Except for a few 
small projects of particular interest, only projects costing over 
$10 million are included. Information on these projects has been 
obtained from press reports. Other sectors will be covered in the 
next issue of the Foreign Investment Review. This report was pre- 
pared by the staff of the Foreign Investment Review Agency with 
the assistance of the Economics Department of the Bank of Nova 
Scotia. 


Completion Cost 
($ million) Location 


Company and 
project description date 


British Columbia 


Alcan Smelters and Chemicals Ltd. 


New carbon paste plant 1982 46 Kitimat 
British Columbia Forest Products Ltd. 

Third newsprint machine 1982 150 Crofton 

Sawmill 1981 35 Hammond 
Canadian Cellulose Co. Ltd. 

Pulp mill expansion 1984 250-360 Castlegar 
Canadian Forest Products Ltd. 

Kraft pulp mill modernization 1981 14 Port Mellon 

Sawmill modernization 1981 10 Chetwynd 
Canadian Occidental Petroleum Ltd. 

Dome Petroleum Ltd., Westcoast 

Transmission Co. Ltd. and Mitsubishi 

Petrochemical complex 1985 2,000 undecided 
Cariboo Pulp & Paper Co. Ltd. 

Pulp mill expansion 1983 19 Quesnel 
Crown Zellerbach Canada Ltd. 

New sawmill 1981 61 Coquitlam 

Pulp and paper mill expansion 1982 72 Campbell River 
Evans Products Co. Ltd. 

Expansion, forest products 1986 10 Lillooet 
Finlay Forest Industries Ltd. 

Expansion, pulp mill, new sawmill n.a 3 MacKenzie 
MacMillan Bloedel Ltd. 

Newsprint expansion 1981 163 Powell River 

Modernize kraft pulp bleaching na. 19 Harmac 

New sawmill 1982 60 Chemainus 

Paper mill expansion 1982 57 New Westminster 

Pulp mill expansion n.a. 75-220 Nanaimo 
Northwood Pulp and Timber Ltd. 

Pulp mill 1982 300 Prince George 
Ocean Falls Corp. 

Mill adaptations 1981 11 Ocean Falls 
Ocelot Industries Ltd. 

New methanol plant 1982 150 Kitimat 
Prince George Pulp & Paper Ltd. and 
Intercontinental Pulp Co. Ltd. 

Expansion, under study n.a. 150-250 Prince George 
Quesnel River Pulp Co. Ltd. 

New pulp mill 1981 80 Quesnel 
West Fraser Mills Ltd. 

Planer mill/sawmill complex n.a. 20 Chetwynd 
West Fraser Timber Co. Ltd. and 
Daishowa Canada Ltd. 

New thermo-mechanical pulp mill 1981 70 Quesnel 
Western Forest Products Ltd. 

Plant modernization 1985 300 Port Alice and Woodfibre 
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Alberta 


Alberta Energy Co. Ltd. and Imperial Oil Ltd. 


Ethylbenzene-styrene plant 1984 300 near Edmonton 
Alberta Gas Chemicals Ltd. 

Methanol plant expansion 1982 140 Medicine Hat 
Alberta Gas Ethylene Company Ltd. 

Second ethylene plant 1984 375 near Joffre 
AMF Tuboscope Inc. 

Coating plant 1981 11 Edmonton 
Aquitaine Co. of Canada Ltd. 

Sulphur prilling facility 1981 10 Ram River 
British Columbia Forest Products Ltd. 

Lumber mill 1981 21 Grande Cache 

Sawmill 1982 23 Fox Creek 

Newsprint complex 1985 165 Hurdy 
Celanese Canada Inc. 

Methanol plant 1982 250-300 near Edmonton 
Clieine 

Polyethylene plant expansion 1981 55 Edmonton 
Dow Chemical of Canada Ltd. 

Polyethylene plant 1984 75 Fort Saskatchewan 
Esso Chemical Canada 

Sulphuric acid plant 1981 15 north of Edmonton 
Gainers Ltd. 

Meat processing plant n.a. 25-30 Edmonton 
Imperial Oil Ltd. 

Ammonia and urea fertilizer plant 1983 250 Edmonton 

Phosphate fertilizer plant 1982 45 near Edmonton 
Interprovincial Steel & Pipe Corp. Ltd. 

New spiral pipe mill 1981 12 Edmonton 

New plant 1982 50 Calgary 
Makin Project Initiators Ltd. 

Pulp and paper mill n.a. 160 south of Edmonton 
Molson Companies Ltd. 

Brewery expansion 1983 24 Edmonton 
Nova and Shell Canada Ltd. 

Styrene plant 1984 300 near Edmonton 
Petrochemicals Alberta Project 

Benzene plant n.a. 225 Fort Saskatchewan 

Ethylbenzene styrene plant 1984 300 north of Edmonton 
Sabre Petroleums Ltd. 

Nitrogen plant 1981 13-15 south of Edmonton 
Sherritt Gordon Mines Ltd. 

Nitrogen fertilizer plant 1983 320 Fort Saskatchewan 
Union Carbide Canada Ltd. 

Ethylene plant 1984 300 Central Alberta 

Air-separation plant expansion 1982 WZ Fort Saskatchewan 
Western Co-operative Fertilizers Ltd. 

Sulphuric acid plant 1981 20 Medicine Hat 
Manitoba - Saskatchewan 
CSP Foods Ltd. 

Oilseed processing plant 1982 40 Harrowby, Man. 
Dominion Bridge Co. Ltd. 
(Manitoba Rolling Mills) 

Expansion, steel rolling mill nas 6 Selkirk, Man. 
Interprovincial Steel & Pipe Corp. Ltd. 

Expansion - 2nd phase 1981 41 Regina, Sask. 
Northern Telecom Canada Ltd. 

Fibre optics plant 1981 11 Saskatoon, Sask. 
Prince Albert Pulp Co. Ltd. 

Pulp mill improvement 1981 18 Prince Albert, Sask. 

Sodium chlorate plant 1982 12 Prince Albert, Sask. 
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Simplot Chemical Ltd. 


Nitrogen fertilizer plant expansion n.a. 35 Brandon, Man. 
Versatile Cornat Corporation 

Expansion, tractor assembly 1981 26 Winnipeg, Man. 
Ontario 
Abitibi-Prince Inc. 

Newsprint mill improvement 1982 111 Iroquois Falls 

n.a. 66 Thunder Bay 

n.a. 15 Smooth Rock Falls 
Air Products and Chemicals (Canada) Ltd. 

Liquid hydrogen plant 1981 n.a. Sarnia 
Algoma Steel Corp., Ltd. 

Heat treating line, plate mill 1981 24 Sault Ste. Marie 

New seamless tube mill 1984 300 Sault Ste. Marie 

Upgrade and expand rail and structural mill 1981 1s Sault Ste. Marie 

Upgrade hot strip mill 1982 49 Sault Ste. Marie 
American Can of Canada Ltd. 

Pollution abatement and modernization 1981 60 Marathon 
Atlas Steels 

Plant expansion 1981-82 11 Welland 
Boise Cascade 

Newsprint mill improvement 1981-84 80 Kenora 
CAE Industries 

Auto part plant expansion 1981 7 St. Catharines 
Canada Packers Inc. 

Beef packing plant 1982 16 Toronto 
Canada Starch Co. Ltd. 

Corn wet-milling plant 1982 st Cardinal 

Liquid corn sweetener plant n.a. 50 Port Colborne 
Canadian International Paper Co. Ltd. 

Expansion, tissue plant 1981 36 Toronto 
Chrysler Canada Ltd. 

Truck plant conversion and expansion 1983-84 413 Windsor 


Car plant conversion and modernization 

Casting plant conversion 

Car assembly plant improvement 

New research and development facility 
C-I-L Inc. 

Ammonia plant expansion 
Cyanamid Canada Inc. 

Calcium carbide plant 


De Havilland Aircraft of Canada Ltd. 
Expansion 

Dominion Foundries and Steel Ltd. 
Second hot strip mill 
Galvanizing line 

Domtar Inc. 


Linerboard and newsprint plant modernization 


Plant modernization 
Dow Chemical of Canada Ltd. 
Expansion, polypropylene glycol plant 
Du Pont Canada Inc. 
Polyethylene plant expansion, under study 
E.B. Eddy Forest Products Ltd. 
Pulp and bleach facilities, specialty paper 
machines and other projects 
Erco Industries Ltd. 
Sodium chlorate plant 
Euclid Canada Ltd. 
Expansion 
Firestone Canada Ltd. 
Expansion, steel products plant 
Ford Motor Company of Canada Ltd. 
New engine plant 
Assembly plant conversion 


250 Windsor 
89 Etobicoke 


57 Windsor 
n.a. 20 Windsor 
1984 150 Courtright 
1981 BD Niagara Falls 
1982 24 Toronto 
1983 450 Hamilton 
1981 49 Hamilton 
1982 62 Red Rock 
n.a. 43 Cornwall 
1981 11 Sarnia 
1983 n.a. Sarnia 
na. 225 Espanola 
1981 3 Thunder Bay 
1981 2 Guelph 
1981 20 London 
1981 535 Windsor 
1981 7S St. Thomas 
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General Motors of Canada Ltd. 
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Expansion, transmission plant 1981 2,000 Windsor 
Conversion and expansion 1982 680 St. Catharines 
Axle plant conversion 1982 250 Oshawa 
Fabrication plant expansion 1981 71 Oshawa 
Auto assembly plant 1982 100 Oshawa 
B.F. Goodrich of Canada Ltd. 
Radial tire plant 1981 lb Kitchener 
Grant & Wilson Ltd. and Partners 
Lumber mill 1982 24 Englehard 
Great Lakes Forest Products Ltd. 
Modernization, paper plant 1983-84 250 Dryden 
Hayes-Dana Ltd. 
Expansion, axle plant 1981 25 Barrie 
Imperial Oil Ltd. 
Polyethylene plant 1983 100 Sarnia 
Jannock Corp. Ltd. 
Steel tube mill 1981 Ue Toronto 
Kellogg Salada Canada Inc. 
Cereal plant n.a. 10 London 
Miracle Mart Ltd. 
Meat processing plant n.a. 20 Toronto 
Mitel Corp. 
New plant 1981 12 Kanata 
Mobil Chemical Canada Ltd. 
Polypropylene fibre plant 1981 30 Belleville 
William Neilson Co. Ltd. 
Confectionery plant renovation 1981 11 Toronto 
The Ontario Paper Co. Ltd. 
Newsprint plant modernization and expansion 1983 260 Thorold 
Pirelli Cables Inc. 
Power cable plant 1981 aie) Prescott 
Polysar Ltd. 
Butyl rubber and isobutylene plant 1982 180 Sarnia 
Spruce Falls Power & Paper Co. Ltd. 
Modernization, new thermo-mechanical 
pulp mill, pollution control 1982 88 Kapuskasing 
St. Lawrence Cement Co. Ltd. 
Expansion n.a 7 Mississauga 
The Steel Company of Canada Ltd. 
New steel plant 1982 P2560 Nanticoke 
Expansion program n.a. 365 Nanticoke, Hamilton 
Union Carbide Canada Ltd. 
Polyethylene plant expansion 1981 40 near Sarnia 
Uniroyal Inc. 
Increased capacity, tire plant 1982 23 Kitchener 
Waferboard Corp. Ltd. 
Plant expansion 1982 13 Timmins 
Quebec 
Alcan Aluminum Ltd. 
New smelter - 1st phase 1981 200 Grande Baie 
- 2nd phase 1981 90 Grande Baie 
- 3rd phase 1982 150 Grande Baie 
Upgrade alumina plant 1982 42 Vaudreuil 
Pollution abatement 1982 13 Beauharnois 
Alumina plant upgrading 1981 25 Jonquiere 
Bombardier-MLW Ltd. 
Plant modernization irae 16 Montreal 
Plant expansion hires 14 Valcourt 
Plant expansion fils 12 La Pocatiére 
Canada Wire and Cable Ltd. 
Copper rod mill 1982 725) Montreal 
Canadair Ltd. 
Assembly plant 1981 25.‘ Dorval 
Canadian General Electric Co. Ltd. 
New plant (reported) n.a. 60 Eastern Townships 
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Canadian International Paper Co. Ltd. 
Energy conservation and newsprint 


development program 1981 23 Gatineau 
Environmental controls and plant 
improvements 1981 16 La Tuque 
Celanese Canada Inc. 
Weaving plant modernization 1981 12 Drummondville 
Consolidated-Bathurst Ltd. 
New pulp mill 1981 Dis Grand’mére 
Newsprint plant improvement 1982 32 Shawinigan 
Plant improvement 1982 61 Trois-Riviéres 
Plant modernization 1984 85 Port Alfred 
Dominion Bridge-Sulzer Inc. 
Plant expansion 1984-85 28 Lachine 
Donohue-Normick Inc. 
Newsprint mill 1982 190 Amos 
Finachem Canada Inc. 
Polystyrene plant 1981 15 Pointe-aux-Trembles 
Forex Lerroy Inc. 
Waferboard plant 1981 25 Val d’Or 
W.R. Grace and Co. 
Zeolite plant 1981 11 Valleyfield 
Kruger Pulp & Paper Ltd. 
Modernization, newsprint mill 1981 35 Bromptonville 
Newsprint mill expansion, improvement 
and modernization 1981 56 Trois-Rivieres 
Marine Industries Ltd. 
Plant expansion and modernization na. U7 Tracy 
Noranda Mines Ltd. 
Smelting plant improvement 1982 35 Noranda 
Normick-Perron Inc. 
Newsprint mill 1982 190 Amos 
PPG Industries Canada Ltd. 
Sodium chlorate plant expansion 1981 20 Beauharnois 
Pratt & Whitney Aircraft of Canada Ltd. 
Plant expansion and re-equipment 1984 69 Longueuil and St-Hubert 
Raffinerie du Sucre du Québec 
Plant expansion n.a 30 Mont St-Hilaire 
Rolland Inc. 
Paper machine rebuild n.a. 112 Mont-Rolland 
Expansion, fine paper n.a. 14 St-Jerome 
Tembec Inc. 
Sulphite pulp mill expansion and 
modernization 1984-85 70 Temiscaming 
Atlantic Provinces 
Abitibi-Price Inc. 
Conversion to newsprint production 1981 82 Stephenville, Nfld. 
Acadia Forest Products Ltd. 
Plant modernization 1985 48 Nelson-Miramichi, N.B. 
Bowater Newfoundland Ltd. 
Pulp plant n.a. sz Corner Brook, Nfld. 
MacMillan Rothesay Ltd. 
Improvements, newsprint mill 1981 11 Saint John, N.B. 
Michelin Tires (Canada) Ltd. 
Plant n.a. Waterville, N.S. 
Plant expansion n.a. 400 Granton, N.S. 
Plant expansion n.a. Bridgewater, N.S. 
New Brunswick International Paper Co. 
Expansion, newsprint mill 1982 158 Dalhousie, N.B. 
Nova Scotia Forest Industries 
Plant improvement n.a. 20 Port Hawkesbury, N.S. 
St. Anne — Nackawic Pulp & Paper Co. Ltd. 
Pollution abatement, energy conservation 
and modernization n.a. 13 Nackawic, N.B 
Sydney Steel Corp. 
Plant modernization (planned) 1990 351 Sydney, NS. 
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Federal incentives 


Over the years the federal government has developed a system 
of incentives that generally foster a number of economic objec- 
tives such as regional development, industrial expansion, inter- 
national competitiveness, and research and development. These 
incentives are also designed to stimulate business capital spending 
and investor confidence. Below is a brief outline of those 


programs. 


Income Tax Incentives 


Investment tax credit 


An investment tax credit, which varies 
regionally from 7 percent to 20 percent, is 
available as a direct reduction from fed- 
eral tax payable. This credit reduces the 
cost of new buildings, machinery and 
equipment principally used in Canada in 
prescribed activities such as farming, log- 
ging, manufacturing and processing. In 
1978 it was extended to expenditures on 
scientific research and development at 
rates of 10 percent to 20 percent and to 
investment in equipment for rail, air, 
water and long-haul transport used princi- 
pally for the purposes of transportation 
within or to and from Canada at a rate of 
7 percent. The credit is limited in any one 
year to $15,000 plus one half the federal 
tax payable in excess of $15,000, but any 
unused credits may be carried forward for 
5 years, subject to the same annual limits. 
In 1978, this tax credit was extended inde- 
finitely beyond its scheduled expiry date. 

The budget of October 28, 1980 intro- 
duced a new program to counter regional 
inequalities through a 50 percent tax cred- 
it for certain new capital investments 
made in specially designated areas to the 
end of 1985. 


Research and development 
incentives 


The investment tax credit for R&D 
expenditures is 20 percent in the Atlantic 
Provinces and 10 percent in the rest of 
Canada, while small businesses are 
allowed a special R&D tax credit of 25 
percent. In addition to writing off 100 per- 
cent of current and capital expenditures 
for R&D, taxpayers can deduct from their 
income a further 50 percent of any in- 
crease in such expenditure over the aver- 
age level of the previous three years. 


Accelerated capital cost 
allowance for manufacturing and 
processing industries 


Taxpayers may charge 50 percent 
straight-line depreciation on most new 
machinery and equipment for use in 
manufacturing and processing in Canada 
(including heavy-oil upgrading), thus writ- 
ing off such assets in two years. 


Inventory allowance 


In recognition of the distortion of busi- 
ness income from inventory inflation, 
three percent of the opening cost of in- 
ventories (except real property and goods 
not for resale) can be deducted in calcu- 
lating business income. 


Special rate for corporate 
manufacturing and processing 
profits 


A special rate of tax on manufacturing 
and processing activities carried on in 
Canada (including heavy-oil upgrading) 
reduces the general rate on corporate pro- 
fits from 36 percent to 30 percent. Provin- 
cial corporate tax rates ranging from 10 
percent to 15 percent are levied in addi- 
tion to the applicable federal rate. 


Special tax rates for 
incorporated small businesses 


Small Canadian-controlled private cor- 
porations are accorded lower income tax 
rates on active business income derived 
from activities carried on in Canada. The 
federal rate is 10 percent in manufacturing 
and processing industries and 15 percent 
in other activities. Provincial corporate tax 
rates ranging from 5 percent to 12 percent 
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of income are levied in addition to the 
applicable federal rate. 


Employment tax credit 


Employers hiring workers to fill newly- 
created jobs which are additional to their 
normal work force may be entitled to a 
tax credit which varies regionally. 


Department of Regional 
Economic Expansion 


Regional Development 
Incentives for designated regions 


The Department offers cash incentives 
to firms that establish, expand or modern- 
ize facilities in designated regions. These 
regions include Newfoundland, Nova 


_ Scotia, New Brunswick, Prince Edward 


Island, Manitoba, Saskatchewan, Yukon 
Territories, the Northwest Territories, 
Quebec (except the Montreal Special Area 
referred to hereafter), and the more north- 
ern parts of Ontario, Alberta, and British 


| Columbia. 


Most manufacturing and processing 


_ industries are eligible for the development 


incentives and loan guarantees. Facilities 
for primary processing — petroleum refin- 
ing and pulp and newsprint activities — 
and commercial facilities are not eligible. 
However, loan guarantees may be offered 


_ for new business offices, warehousing and 


freight handling facilities, shopping 
centres, convention facilities, hotels and 
motels, recreation centres and research 
establishments. 

Development incentives, usually, in the 
form of outright grants are available in 
amounts up to (a) 25 percent of approved 
Capital costs plus $5,000 per job, or 
(b) $30,000 per direct job for new facilities 


_ or expansions of existing facilities to pro- 
duce new products. Volume expansions of 


existing facilities or modernization can 


qualify for 20 percent of approved capital 


costs. Projects in these regions are eligible 


for higher rates of investment tax credits 


of either 10 percent or 20 percent (see 
Investment Tax Credit). The Department 
guarantees loans made to firms in order to 
help them obtain favourable financing 
terms. Contact: Industrial Incentives 
Branch, Department of Regional Economic 
Expansion, Ottawa, Ontario, Canada 


K1A OM4. 


‘Montreal Special Area 


The Department of Regional Economic 


Expansion also has an incentive program 


for business wanting to establish, expand 
or modernize in the Montreal Special 
Area. Incentives are based on approved 


capital costs with the amount determined 
according to the nature of the project and 
location. The maximum level of incentives 
is 25 percent of approved capital cost. 

Area No. 1 which includes the City of 
Montreal and its immediate environs, 
applies only to the following industries: 
food industries dealing in prepared and 
quick frozen food; plastic products; pri- 
mary metals; metal fabricating; machine- 
ry, transportation and equipment; elec- 
trical products; chemicals and chemical 
products; select scientific and professional 
equipment; certain miscellaneous manu- 
facturing; and, activities related to 
research and development including 
research centres. A minimum capital cost 
of $200,000 is required. 

Area No. 2 applies outside of Area No. 1 
and extends to Hull on the west and on 
the east beyond Granby. The incentives 
apply to manufacturing and processing 
industries as well as the aforementioned 
research and development activities. A 
minimum capital cost of $100,000 is 
required. Contact: Department of Regional 
Economic Expansion, Tour de la Bourse, 
300 Place Victoria, P.O. Box 247, Mont- 
real, Quebec, Canada H4Z 1E8. 


Special investment tax credit for 
areas of greatest disparity 


This program under the direction of 
DREE was actually introduced by the Min- 
ister of Finance in the October 28, 1980 
budget. The program is aimed at the areas 
of greatest disparity and covers 5 percent 
of the population of Canada. 

The tax credit is 50 percent of the eligi- 
ble capital cost of assets acquired pri- 
marily to manufacture and process prod- 
ucts. No prior approval is required but 
information on the eligibility of manufac- 
turing and processing and of assets may 
be obtained from DREE as identified 
below. No minimum or maximum apply. 
Information on the program is available 
from DREE. Contact: Industrial Incentives 
Branch, Department of Regional Economic 
Expansion, Ottawa, Ontario, Canada 
K1A OM4. 


Department of Industry, 
Trade and Commerce 


Enterprise Development Program 
(EDP) 


This program assists small- and medium- 
sized manufacturing and processing busi- 
nesses to become more viable and inter- 
nationally competitive. Introduced in 
1977, the program is expected to provide 
over $1 billion to Canadian business over 
the next five years. 


In order to receive assistance, the appli- 
cant must prepare and submit a plan that 
shows how the project will affect the 
firm’s viability. EDP officers analyse the 
firm’s resources (human, financial, phys- 
ical and technological), the potential and 
limits of the market, and the plans for 
deploying the resources and penetrating 
the Canadian and foreign markets. The 
results of the analysis are submitted for 
approval to the Enterprise Development 
Board, which is composed of businessmen 
and public servants. 

The two main forms of assistance are 
cost-sharing and loan insurance. Cost- 
sharing is available for marketing and 
productivity studies, and innovation and 
design projects. Loan insurance is general- 
ly used for the expansion or moderniza- 
tion of facilities, working capital, mergers 
and acquisitions. 

The eligibility criteria focus on the 
viability of the firm and project on the 
firm’s ability to finance its projects. As for 
cost-sharing, the activities must represent 
a heavy financial burden for the firm 
when compared with its resources. Loan 
insurance is provided on a last-resort basis 
to firms unable to obtain debt capital on 
reasonable terms and conditions. Firms 
seeking loan insurance must have called 
upon other institutions such as the Federal 
Business Development Bank before apply- 
ing to the Department. 

Manufacturing and processing firms are 
generally eligible for all forms of assist- 
ance offered by the program. Firms in the 
service sector can obtain loan insurance if 
they can demonstrate that their services 
will produce a direct, tangible and sub- 
stantial benefit for manufacturing and 
processing firms. 


Special assistance to general and 
special trade contractors 


The program provides an extension of 
EDP loan insurance and other benefits to 
general and special trade contractors, 
especially those who want to improve 
their position on the international market 
and who are interested in constructing 
turn-key operations. It is designed to help 
Canadian firms to modernize facilities, re- 
equip themselves and even merge with 
other firms in order to bid competitively 
for large foreign capital projects. Contact: 
Enterprise Development Board, Depart- 
ment of Industry, Trade and Commerce, 
235 Queen Street, Ottawa, Ontario, 
Canada K1A OHS. 


Program for Export Market 
Development (PEMD) 


The purpose of the program is to help 
Canadian suppliers penetrate new export 
markets or increase their exports. Financial 
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assistance is provided in the form of a 
repayable loan (in the event of success) 
for eligible expenses: 1) when a firm pre- 
sents bids involving unusually large and 
complex capital expenditures; 2) in cases 
of exceptional international competition; 
and 3) for establishing a consortium to 
respond to demand in foreign markets. 
The program has five sections offering a 
wide range of assistance designed to meet 
the needs of industry. The program en- 
courages participation in major projects 
abroad, export market identification or 
adjustment, trade fairs abroad, trips to 
Canada by potential buyers and the for- 
mation of export consortia. About 2,000 
firms use this assistance program each 
year. Contact: Program for Export Market 
Development, Department of Industry, 
Trade and Commerce, 235 Queen Street, 
Ottawa, Ontario, Canada K1A OH5. 


Small Business Loans Act 


The Department of Industry, Trade and 
Commerce guarantees loans made to 
small businesses whose gross annual 
income does not exceed $1.5 million 
during the year in which the loan is made 
or, in the case of a new firm, if the esti- 
mated income in the first financial period 
— at least 55 weeks — does not exceed 
$1.5 million. 

All chartered banks, Alberta Treasury 
Branches and designated financial insti- 
tutions — credit unions, trust, loan, in- 
surance and finance companies — are 
authorized to make loans under the provi- 
sions of the Act. 

Loans may be authorized to finance the 
cost of stationary and transportation 
equipment, of buildings and land neces- 
sary for operating a commercial venture 
and construction, installation, renovation, 
improvement or modernization of 
facilities. 

The maximum rate of interest payable 
on SBLA loans is one percent over the 
prime lending rates of the chartered 
banks. The repayment period may not ex- 
ceed 10 years. The terms of the loan are 
settled between the lender and the appli- 
cant without prior reference to the govern- 
ment. The amount to be repaid may not 
exceed $100,000 and the applicants must 
invest a reasonable portion of the pur- 
chasing cost out of their own resources. 
Contact: Bank manager or the Department 
of Industry, Trade and Commerce, 235 
Queen Street, Ottawa, Ontario, Canada 
K1A OHS. 


Machinery Program 


This program provides for the remission 
of custom duties on imports of machinery 
not manufactured in Canada but of vital 
importance to the firm. Contact: Machine- 
ry and Equipment Advisory Board, Depart- 
ment of Industry, Trade and Commerce, 


235 Queen Street, Ottawa, Ontario, 
Canada K1A OH5. 


Other programs 


Other programs have been developed 
for shipbuilding, trade fairs and missions, 
defence export sales, footwear and tan- 
ning, fashion, the electronics industry, and 
export market development. Contact: 
Department of Industry, Trade and Com- 


merce, 235 Queen Street, Ottawa, Ontario, 


Canada K1A OHS. 


Export Development 
Corporation (EDC) 


The Corporation provides financial 
assistance to Canadian exporters by means 
of insurance, loans, guarantees and other 
services. 

The EDC has extensive powers for help- 
ing all firms in Canada, regardless of size, 
insuring them against non-payment by 
foreign buyers of Canadian goods and 
services in almost all export sectors. 

Through its ‘Risk Protection” insurance, 
the EDC can insure financial institutions 
against calls on surety instruments pro- 
vided on behalf of Canadian exporters and 
can insure consortium members against 
the possibility of non-performance by 
another member of the consortium. The 
EDC also extends long-term loans, or guar- 
anteed loans, to foreign buyers of Cana- 
dian goods and services. These loans are 
arranged in the private sector with interest 
rates which are the most competitive pos- 
sible in the international market. The EDC 
offers this service when the foreign buyer 
needs long-term (5 years or more) credit 
but cannot obtain it from private sources. 

The EDC can insure Canadian firms 
investing abroad against political risks, in- 
cluding losses or damages resulting from 
expropriation, insurrection, war or the 
impossibility of converting profits or 
capital. Almost any interest an individual 
or firm can have in a business concern 
abroad is insurable, including shares, 
loans, contracts for administrative or tech- 
nical services, royalties and licensing 
agreements. However, only new invest- 
ments in developing countries are eligible 
for insurance at the present time, the main 
condition being that the investor maximize 
the benefits to be derived by Canada and 
the host country. Contact: Export Develop- 
ment Corporation, 110 O’Connor Street, 
Ottawa, Ontario, Canada K1P 519 


Federal Business 
Development Bank 


The Federal Business Development 
Bank, a Crown corporation, offers finan- 
cial assistance to businesses who cannot 
find it elsewhere on reasonable terms and 
conditions. The Bank is directed to give 


particular consideration to the needs of 
small businesses. 

The Bank’s assistance may take the 
form of loans, loan guarantees, share 
capital or a combination of these, accord- 
ing to what best suits the special needs of 
the firm. The loans, normally guaranteed 
against fixed assets, are extended at 
market rates. As for the share-capital pro- 
gram, the Bank usually takes a minority 
position and agrees to have its shares 
bought back on suitable terms. 

Most of the Bank’s customers spend the 
money they obtain in purchasing land, 
buildings or equipment. Others use it to 
augment their firm’s working capital, to 
start up new firms or for other purposes. 

In addition to financial assistance, the 
Federal Business Development Bank offers 
a management consulting, management 
training and information service to small 
businesses. Contact: Federal Business 
Development Bank, 901 Victoria Square, 
Montreal, Quebec, Canada H3C 3C3. 


Canadian Commercial 
Corporation (CCC) 


Each year, the CCC helps more than 400 
Canadian firms make transactions abroad 
involving a wide range of products from 
advanced electronics systems to commer- 
cial supplies of every description. A great 
deal of these sales are related to the 
foreign aid programs of the Canadian 
International Development Agency (CIDA). 

In many cases, the CCC is able to link 
Canadian suppliers with the purchasing 
services of foreign governments and inter- 
national agencies, which are significant 
markets for Canadian firms. Thousands of 
bids can be submitted in this way each 
year. Contact: Canadian Commercial 
Corporation, 110 O’Connor Street, Ottawa, 
Ontario, Canada K1A OS6. 


National Research Council 
(NRC) 


Industrial Research Assistance 
Program (IRAP) 


Through this program the National 
Research Council analyses research proj- 
ects submitted by industry and shares the 
cost of selected research projects. Con- 
tact: National Research Council, Montreal 
Road, Ottawa, Ontario, Canada K1A OR6. 


Pilot Industry/Laboratory 
Program (PILP) 

This is a shared-cost program between 
NRC laboratories and industrial firms. Con- 


tact: National Research Council, Montreal 
Road, Ottawa, Ontario, Canada K1A OR6. 
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Statistical tables 
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REVIEWAB LE ACQUISITION Table 1 — Outcome or status 
CASES* 
WS 1978 1979 1980 
Reviewable new cases 261 360. 380 338 
Carryover from previous period 65 73 106 114 
Total of above 326 433, 486 452 
Total resolved 253 327 372 327, 
Allowed 231 282 320 249 
Disallowed 2 28 24 37 
Withdrawn 10 A/ 28 41 
Carried over to next period W3 106 114 Ds 
Allowed cases as percent of resolved (%) 91 86 86 76 
Value of assets, all cases ($000,000) WAS 4,489° 4049 4,043 


Table 2 — Country of control 


1977 1978 1979 1980 
| Total 261 360 380 338 
| United States 171 243 248 198 
United Kingdom 40 47 52 53 
Other Europe 41 52 68 65 
Austria = = 1 = 
Belgium 2 1 D 1 
Denmark 2 1 1 1 
Finland = = 2 3 
France 6 5 9 Iz 
i Germany, West 15 17 ry. 19 
Greece = = 1 2 
Italy 3 1 2 3 
Liechtenstein = 1 1 2 
Luxembourg 1 Z = 
Netherlands 4 8 6 7 
Norway = 1 fe 1 
Spain z * 1 5 
Sweden 2 7 13 6 
| Switzerland 7 9 7 10 
All other 9 18 12 22 
Australia | 3 4 
Bermuda - = 1 1 
Japan 2 7 2 2 
Others 5 lig 6 115) 
Allowed cases as percent of resolved % % % % 
United States 91 87 85 75 
United Kingdom 95 78 87 79 
Other Europe 90 89 88 78 
All other 80 80 93 76 
Table 3 — Industrial sector 
SY 1978 1979 1980 
Total 261 360 380 338 
Primary 20 30 29 WV 
Agriculture, fishing and trapping 4 5 4 1 
Forestry 1 1 - 2 
Mines, quarries, oil wells 15 24 PAS 14 
| Manufacturing 108 162 178 142 
Food, beverage and tobacco 15 15 14 14 
Rubber, plastic and leather 6 12 5 6 
Textiles, knitting and clothing 5 4 14 7 
Wood, furniture and paper 42 14 10 8 
Printing, publishing, and allied 2 4 5 4 
Primary metal and metal fabrication 12 20 34 24 
Machinery and transport equipment 14 28 43 24 
Electrical products a 16 20 17 
Non metallic mineral products 5 8 4 6 
Petroleum and coal products 1 1 if - 
Chemical 10 ID i 2 
Miscellaneous 14 18 Hel 20 
Construction and services 133 168 173 179 
Construction 3} 1 6 6 
Transportation, communication, utilities 10 10 !) 9 
Trade 72 101 93 93 
) Finance, insurance, real estate 15 19 12 27 
‘ Community, business, personal services 33 By 53 44 


* Provision for review of acquisitions came into force April 9, 1974 
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REVIEWABLE NEW BUSINESS 
CASES* 


Table 4 — Outcome or status 


ANS 1978 1979 1980 
Reviewable new cases 328 331 379 399 
Carryover from previous period 58 52 64 70 
Total of above 386 383 443 469 
Total resolved 334 SiS 373 339 
Allowed 297 273 By: 287 
Disallowed 12 21 22 Af 
Withdrawn 25 D5) 28 25 
Carried over to next period 52 64 70 130 
Allowed cases as percent of resolved (%) 89 86 87 85 
Planned investment, all cases ($000,000) 803 323 202 1,005 
Table 5 — Country of control 
NOT, 1978 979 1980 
Total 328 331 yf) 399 
United States 184 192 205 224 
United Kingdom 30 26 45 37 
Other Europe 85 80 82 111 
Austria = 3 = 3 
Belgium - 1 5 i 
Denmark 6 4 72 7 
Finland 1 1 7 of 
France alia 16 15 23 
Germany, West 26 18 19 25 
Gibraltar - - - 1 
Greece 1 1 - 1 
Ireland - 1 1 - 
Italy 10 10 6 14 
Liechtenstein - - - 1 
Luxembourg - ‘I - 1 
Monaco 1 = * cs 
Netherlands 3 1 4 itz 
Norway 3 3 1 3 
Portugal - 1 - - 
Spain - 2 1 2 
Sweden 9 5 6 9 
Switzerland 8 alk2 15 If 
All other 29 333 47 Pip 
Australia 5 3 2 3 
Hong Kong 3 3 4 5 
India 1 1 1 - 
Japan 10 6 17 3) 
Others 12 20° De 16 
Allowed cases as percent of resolved % % % % 
United States 88 86 86 84 
United Kingdom 82 85 92 83 
Other Europe 95 87 88 89 
All other 81 79 83 US: 
Table 6 — Industrial sector 
NSE 1978 1979 1980 
Total 328 331 379 399 
Primary 22 Pui 16 42 
Agriculture, fishing and trapping 6 2 - 7 
Forestry 2 2 1 2 
Mines, quarries, oil wells 14 23 15 33 
Manufacturing 94 99 100 126 
Food, beverage and tobacco 7 6 11 11 
Rubber, plastic and leather 5 5 9 11 
Textiles, knitting and clothing 9 5 8 6 
Wood, furniture and paper 5 6 9 14 
Printing, publishing, and allied - 4 5 4 
Primary metal and metal fabrication Us 12 13 24 
Machinery and transport equipment AG) 19 20 17 
Electrical products 5 7 8 13 
Non metallic mineral products 5 6 1 5 
Petroleum and coal products = = = 1 
Chemical 3 6 7 10 
Miscellaneous WH px i) 10 
Construction and services PDD 205 263 231 
Construction 4 14 eZ ale 
Transportation, communications, utilities 5 a | 11 if 
Trade 13 103 156 129 
Finance, insurance, real estate 16 11 14 7 
Community, business, personal services 54 66 70 76 


* Provisions for review of new businesses came into force October 15, 1975 
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News briefs 


Canada, Alberta reach oil 
agreement 


At the beginning of September the govern- 
ments of Canada and Alberta reached an 
agreement on energy pricing and revenue 
sharing. The agreement, which comes after a 
year and a half of talks, has significant im- 
plications for investors, producers and 
consumers. 

The five-year term of the agreement opens 
the door for longer term industrial and energy 
planning, and is expected to help restore 
stability to Canada’s oil industry. 

The pact will allow prices for oil discovered 
before 1981 to increase on a fixed schedule, 
subject to a ceiling of 75 percent of world 
levels. Prices for “new” oil, which includes 
synthetic oil and oil from discoveries made 
after January 1, 1981, will be gradually 
adjusted upward toward current world levels. 
Natural gas prices for consumers will also be 
allowed to rise, but will, in effect, be held at 
about 65 percent of the Toronto market price 
of crude oil. For natural gas producers, prices 
will rise on a fixed schedule that is not tied to 
oil prices. 

The new accord replaces the pricing 
formula in the National Energy Program. In 
return for agreeing to higher prices, the fed- 
eral government will receive a larger share of 
oil revenues. The industry’s revenue will in- 
crease under the agreement, but the industry 
will also face new taxes. 

According to some industry experts, the 
agreement points the way to energy self-suffi- 
ciency for Canada by the 1990s. 


& 


Canadian Energy Minister Marc Lalonde (right) and his Alberta counterpart Merv Leitch during negotiations 
leading to the signing of the new oil pricing agreement. 


Canada’s wage compensation 
relatively low 


Canada has one of the lowest wage com- 
pensation levels among industrial countries, 
according to a study carried out recently by 
the Department of Industry, Trade and Com- 
merce. Based on data from the U.S. Depart- 


ment of Labor, as recently as 1980 Canada 
ranked sixth behind Belgium, Sweden, the 
Netherlands, Germany and the United States 
in terms of estimated compensation per hour 
worked in manufacturing. This represents a 
significant change over the situation in 1970 
when Canada ranked second only to the 
United States. 


Estimated compensation per hour worked of production workers in 
manufacturing in ten industrial countries (U.S. dollars) 1960-80 
Canada = 100 


Country 


1965 Rank 


1970 Rank 1975 Rank 


United States 

Belgium 38 
Canada 100 
France 39 
Germany 40 
Italy 29 
Netherlands 32 
Sweden 56 
U.K. 39 
Japan 12 
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Source: Based on unpublished data of the U.S. Department of Labor, Bureau of Labor Statistics, Office of Productivity and Technology, March, 1981. 
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Additional compensation above that of 
direct hourly wages and currency realign- 
ments are two of the most important factors 
accounting for the gap between Canada’s 
wage compensation level and that of the 
higher ranked industrial countries. According 
to the study, the ratio of additional compensa- 
tion to direct hourly wages in Canadian manu- 
facturing was 30 percent in 1980, whereas it 
was 36 percent in the United States and 
ranged from 63 to 97 percent in Germany, 
Belgium, France, Italy, Sweden and the 
Netherlands. Thus, Canadian employers have 
a significantly lower burden of additional 
compensation than do employers in most 
other industrial countries. 

The study pointed out, however, that these 
comparisons do not include productivity 
levels, which are important in comparing 
labour costs. It noted that productivity in 
Canada, defined as output per man-hour, grew 
at an average rate of 3.7 percent between 
1961 and 1980, a rate significantly higher than 
that in the United States. 


Foreign banks to operate in 
Canada 


The first 11 foreign banks to be authorized 
to operate in Canada were issued letters 
patent in late July, and had their amounts of 
“deemed” or authorized capital set by the 
Government of Canada in August 1981. 
Before the new Bank Act was proclaimed in 
December 1980, foreign banks were not per- 
mitted to engage in banking in Canada. 

In all, about 60 foreign banks are expected 
to apply to charter subsidiary banks in 
Canada, and half of those will involve the 
conversion of existing foreign-owned non- 
bank financial corporations already operating 
in Canada. 

To be approved, a foreign bank’s applica- 
tion must show evidence of the strength of the 
bank or of its parent bank, that the new bank 
will contribute to competitive banking in 
Canada, and that the operating conditions for 
Canadian banks in the other country are as 
favourable as conditions are for the bank 
applying to establish in Canada. 

After issuance of letters patent, the foreign 
bank is licensed for not more than one year at 
a time during its first five years of operations, 
and not longer than three years thereafter. 
Once licensed, the foreign bank subsidiary is 
treated the same as domestic banks in the 
fields in which it competes. 

Foreign bank subsidiaries are, however, sub- 
ject to restrictions: they must be adequately 
Capitalized and conservatively financed; and 
their growth will be controlled. For instance, 
the total value of all Canadian assets of 
foreign banks will not be permitted to exceed 
8 percent of the assets of the domestic bank- 
ing system, and the Canadian assets carried by 


1960 


1965 


_ Ratio of additional compensation to direct hourly 
earnings of production workers in manufacturing in 
ten countries? percent 


1970 1975 1979 1980 


United States 179 20.3 
Belgium 38.9 479 
Canada 15.4 16.2 
France 545 62.0 
Germany 35.0 36.5 
Italy 70.3 75.9 
Netherlands 365° 43.8* 
Sweden 16.5 227 
UK 109° 133 
Japan 12.67 137 


24.7 31.4 35.9 36.4 
56.2 68.3 724 72.4 
19.8 22.8 292 30.1 
60.3 70.9 79.6 80.6 
43.1 97.3 62.3 63.4 
19.2 99.4 96.0 97.0 
56.77 700° Wins 730° 
26.5 45.4 61.3 63.0 
15.0 23.9 30.0 3t7 
13.27 14.3* 18.8* 20.0* 


provisional. 
_ * All employees 
@ Those ratios are in local currencies 


each bank subsidiary will be allowed to grow 
only to 20 times its authorized capital. 

The 11 new foreign banks are: ABN Bank 
Canada; Bank of America Canada; Banque 
Nationale de Paris (Canada), Barclays Bank 
Canada; Continental Illinois Bank (Canada); 
Deutsche Bank (Canada); Hongkong Bank of 
Canada; Korea Exchange Bank of Canada; 
National Bank of Detroit, Canada; Swiss Bank 
Corporation (Canada); and the Bank of Tokyo 
Canada. The Banque Nationale de Paris 
(Canada) is based in Montreal, the Hongkong 
Bank of Canada in Vancouver, and the others 
in Toronto. 

Letters patent are expected to be issued for 
the establishment of Citibank Canada Novem- 
ber 1, 1981. 

The establishment of foreign bank subsid- 
iaries is governed by the Bank Act, not by the 
Foreign Investment Review Act. 


Alberta introduces new companies 
and securities bills 


The Government of Alberta recently intro- 
duced in the legislature two major pieces of 
business and investment legislation. 

Passage of the Business Corporations Act, 
Bill 43, will make it easier to do business 
across Canada because after a short time — 
three years is proposed — there will be only 
one system of company law in Alberta, a sys- 
tem similar to federal legislation and to the 
company laws of Ontario, Saskatchewan and 
Manitoba. Bill 43 will replace the 1929 Com- 
panies Act, and will simplify procedures, pro- 
tect creditors and minority shareholders and 
encourage investment in Alberta. While the 


Note: Data for 1979 are preliminary estimates. The estimates for 1980 are 


Source: Unpublished data of the U.S. Department of Labor, op. cit., March, 1981. 


bill deletes outmoded rules, updates the lan- 
guage of Albertan corporate law, and reduces 
the number of incorporating documents to 
one ‘Articles of Incorporation”, it still requires 
that half the directors of Alberta companies 
be resident Albertans. 

The second bill is the Securities Act, 1981, 
or Bill 44. It continues the general concepts of 
current legislation, but enhances the invest- 
ment climate for Albertans, and clearly out- 
lines the rules by which capital investment is 
raised. Bill 44 will expand disclosure require- 
ments; introduce measures to enable groups, 
especially small business, to raise capital from 
the public more readily; recognize as self- 
regulators organizations that have shown 
themselves able to train, audit and discipline 
themselves; expand the Securities Commis- 
sion from five to seven members; and amend 
prospectus preparation rules. 


New centres of technology 


The Government of Canada announced in 
June the establishment of Microelectronics 
Centres in six Canadian universities. With 
financial support from the Department of 
Industry, Trade and Commerce amounting to 
$1 million for each centre over the next five 
years, the University of Sherbrooke, the Uni- 
versity of Manitoba, the University of Alberta, 
the University of British Columbia, the Univer- 
sity of Toronto and a university in the Atlantic 
provinces will provide technical assistance to 
industry in their regions in the application of 
microelectronics to products and manufac- 
turing processes. These universities already 
have capabilities in the industrial application 
of microelectronics. 
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British Columbia: 
Canada’s slice of 
the Pacific Rim 


by Jim Lyon 


Jim Lyon is a writer for the Financial Post in 
Vancouver, B.C. 


British Columbia, Canada’s gateway to the fast-growing Pacific Rim 
countries, is a region of striking contrasts. In spite of vast thinly popu- 
lated areas, cities such as Vancouver and Victoria give the province all 
the attributes of a highly urbanized society. Topographically, its huge 
mountain ranges give way to a gently undulating interior region and a 
coast riddled with rugged fjords that are fed by the melting ice of spec- 
tacular glaciers. More important, however, is British Columbia’s eco- 
nomic profile: though the province has a highly developed economy, it 
still offers the heady potential of great untapped resources to entre- 
preneurs who are willing to risk their capital. 


A strong economy and unique lifestyle 
attractions have drawn increasing numbers of 
people to British Columbia. The province’s 
population, estimated in mid-1979 at over 
2.5 million or approximately 11 percent of 
Canada’s population, has been growing stead- 
ily despite a falling birth rate, mainly on the 
strength of immigration and interprovincial 
migration. The net migration of people from 
other provinces reached almost 50,000 in 1980 
alone, accounting for 53 percent of the prov- 
ince’s population growth that year. This is not 
a new phenomenon, however, the province 
having recorded a positive net migration 
almost every year since 1961. 

British Columbia has been absorbing the 
new arrivals, be they Canadian or foreign, by 
creating jobs at an annual rate of 5.5 percent. 
This is the highest rate of employment growth 
of all Canadian provinces except Alberta. In 
fact, almost 22 percent of the national in- 
crease in employment in Canada in 1980 was 
recorded in British Columbia. This outstanding 
employment performance cut the provincial 
unemployment rate from 8.6 percent in 1976, 
which was 1.5 percent above the national 
average, to 6.8 percent in 1980, slightly below 
the national figure. 

The province is beginning to experience a 
shortage of skilled workers. Historically, 
British Columbia has drawn many of its skilled 
workers from Europe, but in recent years the 
flow of workers from that source has de- 
creased to a trickle. A recent study, commis- 
sioned by the province, predicted a shortage 
of 5,000 skilled journeymen by 1984, a figure 
that does not include the demand for skilled 
tradesmen that will be created by major new 
coal projects that were announced last Spring. 
The current shortage is most serious in the 
northern areas of the province, as workers 
tend to drift to the Lower Mainland near the 
U.S. border and to southern Vancouver Island 
where the weather is more clement and urban 
amenities more easily obtained. 

The province’s gross domestic product 
reached $28.1 billion in 1979 or 11 percent of 
Canada’s gross national product. Personal 
income per capita that year was $9,758 or 
about $800 above the national average. But 
there is a more telling statistic: from 1974 to 
1979 the province’s real growth, excluding in- 
flation, was nearly 21 percent compared with 


the national average of 16 percent. Like its 
neighbour Alberta, British Columbia is quickly 
becoming an economic power among Can- 
ada’s provinces. 

British Columbia is energy rich although it 
still must import 77 percent of its petroleum 
needs, mainly from Alberta. In a forecast 
issued in November 1978, the British Colum- 
bia Energy Commission estimated natural gas 
supply volumes to be more than sufficient to 
meet both domestic and export needs at least 
until 1992. Coal reserves are currently esti- 
mated at 4.7 billion metric tons, more than 
sufficient to meet both domestic and export 
markets for the forseeable future. About 
47 percent of natural gas production and vir- 
tually all coal production is currently 
exported. 

Hydro-electricity currently meets 15 per- 
cent of British Columbia’s energy needs. In 
1979 the total electric power consumed in the 
province was 41,500 gigawatt hours, up 
3.2 percent over the 1978 total. In addition to 
existing and planned hydro-electric sites, there 
are major undeveloped sites with potential 
power greater than three times existing in- 
stalled capacity. 

Forestry, mining and fishing have been the 
mainstays of the provincial economy for dec- 
ades. The forest industry has now matured 
and its time of rapid expansion is behind it, 
mining (especially coal) is gaining in 
importance, and the fishing industry is in 
troubled times. 


The forest industry 


The forest industry, which accounts for 
more than half of the gross provincial prod- 
uct, is undergoing a period of considerable 
change. Since most of the province’s virgin 
timber has now been cut, mills must re-equip 
and modernize to handle smaller second- 
growth trees. Virtually all of the province’s 
accessible timber resource has been allocated 
and expansion can only take place through 
efficiencies: making better use of the fibre 
supply through better recovery standards and 
logging trees that were previously considered 
uneconomic, either because they were too 
small, were of inferior quality or were too 
remote. 
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Foreign ownership (especially American) is 
high in the forest products industry. In addi- 
tion to the controls exercised by FIRA, the 
Government of British Columbia, which owns 
95 percent of the commercial forest land, 
scrutinizes company ownership when control 
(defined as more than 50 percent equity) 
changes hands. The province’s interest is to 
regulate industrial and regional concen- 
tration. 

British Columbia’s forests are extensive, 
covering about 56 percent of the provincial 
land area; they support more than 8 billion 
cubic metres of mature timber, almost all 
softwoods. In 1979 the province’s timber har- 
vest exceeded 76 million cubic metres, sur- 
passing the record harvest of the previous 
year by about one million cubic metres. The 
international competitiveness of the provin- 
cial forest industry has been enhanced for 
several years by a Canadian dollar that has 
averaged about 85 cents U.S. 

Favourable long-term prospects for the in- 
dustry are reflected in its current capital 
investment program. Capital and repair ex- 
penditures surpassed $1 billion for the first 
time in 1979 and increased to $1.3 billion in 
1980. Of this latter figure $222.4 million was 
spent on expansion in the wood products 
industry and $438.4 million was on pulp and 
paper expansion. 

In 1980 the province accounted for $2.6 bil- 
lion of Canada’s $8.4 billion worth of pulp and 
paper exports and $2.4 billion of Canada’s 


declines in U.S. housing starts. Though no 
significant market recovery is expected in 
1981, most industry spokesmen are looking 
forward to several boom years, once recovery 
does occur, due in great part to considerable 
pent-up demand for homes in the important 
U.S. market and seriously declining U.S. 
domestic lumber production. 

The pulp and paper sector of the forest 
industry has been enjoying keen market 
demand for several years. The demand for 
market pulp has been softening slightly in 
recent months and newsprint producers are 
concerned about capacity increases both in 
the U.S. Pacific Northwest and in British 
Columbia, which could force temporary 
reduction in operating levels. 

The high level of investment continues, 
especially in the capital-intensive pulp and 
paper sector. MacMillan Bloedel Ltd., the 
B.C.-based Canadian forestry giant, started up 
its $163-million No. 2 newsprint machine and 
thermo-mechanical pulp capacity at Powell 
River last Spring. Northwood Pulp and Timber 
is doubling the size of its bleached kraft pulp 
mill at a cost of $270 million at Prince George. 
Both British Columbia Forest Products Ltd. 
and Crown Zellerbach Canada Ltd. are spend- 
ing more than $150 million each to increase 
pulp and newsprint capacity. West Fraser 
Timber Co. Ltd., in partnership with Daishowa 
Canada Ltd., is just completing a 500 ton per 
day thermo-mechanical mill at Quesnel in the 
interior of the province at a cost of more than 


Forestry is an important factor in the economy of Revelstoke and many other B.C. communities. 


The mining industry 


Resource investment news, however, is not 
limited to the forest products industry. Devel- 
opment is expected to begin soon on several 
major coal projects in British Columbia. 
Although the province has exceptionally large 
deposits, their distance from tidewater and 
certain significant environmental problems 
make their development quite challenging. 
Currently, the only coal fields in operation are 
in the Kootenays in the southeast corner of 
the province. The trains which move the coal 
must cover several hundred miles to reach 
Roberts Bank, just south of Vancouver, where 
they are loaded on bulk carriers bound for 
export, mainly to Japan. Both B.C. Coal, the 
main operator, and Fording Coal have an- 
nounced major expansions. 


In the northeast of the province develop- 
ment of the extensive untapped coal fields is 
only just beginning. It has been estimated that 
they contain sufficient coal to supply the 
entire Japanese steel industry for 300 years. 
Teck Corporation of Vancouver and Denison 
Mines Ltd. of Toronto have signed contracts 
with a consortium of Japanese steel mills to 
supply 7.7 million metric tons of high-grade 
metallurgical coal between 1983 and 1998. 
Other operators in the same area are also ex- 
pected to sign export contracts for both 
metallurgical and thermal coal. The capital 
cost of the first phase of northeast coal devel- 
opment will amount to $1.6 billion in 1980 
dollars, of which $911 million will be invested 
by the private sector and $741 million by the 
public sector for the upgrading of rail lines, 
the construction of railway tunnels and port 
facilities, the development of a new township, 
the installation of power lines and other ele- 
ments of the industrial infrastructure. The ini- 
tial northeast coal development is expected to 
create 10,600 new permanent jobs in Canada 
and 53,400 man-years of construction and 
equipment production work. Just over half the 
new permanent jobs will be in Western 
Canada. 


Another huge coal development is in the 
planning stage. This one is located in the prov- 
ince’s southern interior and likely will be the 
cause of considerable environmental contro- 
versy. British Columbia Hydro, the provincial 
power utility, is proposing a $5-billion devel- 
opment of the big Hat Creek thermal coal 
deposits. 

The Hat Creek Valley, about 200 kilometres 
northeast of Vancouver, contains an esti- 
mated 10 billion to 15 billion metric tons of 
thermal-quality coal. Hydro’s project, a 
massive undertaking in itself, will only con- 
sume 0.3 billion tons of this over the next 
35 years. Hydro is proposing an open-pit coal 
mine, a powerplant and associated offsite 
facilities that will ultimately produce 2,000 
megawatts of power. If regulatory approvals 
are forthcoming, construction will begin prob- 
ably in 1983 to meet an in-service date in 1988 
for the first commercial power. A peak con- 
struction workforce of 2,800 will be needed 
and 1,200 new jobs will be created directly 
when the project is in full operation. 
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Apart from coal, several other major mines 
are being planned. Feasibility studies have 
begun for a $750-million Valley Copper devel- 
opment in the Highland Valley. Cominco Ltd. 
is planning an open-pit operation with produc- 
tion of up to 100,000 tons of ore daily. Work 
was completed this summer on the Lornex 
mine, which is 68 percent owned by Rio 
Algom of Toronto, to expand copper-molyb- 
denum output by about 68 percent at a cost 
of about $160 million. Cominco Ltd. is also 
working towards a big expansion of its lead 
and zinc complex at Trail and at its Sullivan 
mine and mill at Kimberley. The total cost by 
1985 will be about $550 million. 

Metal markets, however, are weak and 
British Columbia’s mining does not expect 
more than a small increase in the $2.93 billion 
worth of production in 1980. The total value 
of metals, minerals, coal, petroleum and 
natural gas production in the province 
reached a record $2.8 billion during 1979, up 
42 percent from 1978. Metallic minerals ac- 
counted for 47.8 percent of the total; petro- 
leum and natural gas, 27.3 percent; coal, 

15.6 percent; structural materials, 6.3 percent 
and industrial minerals, 3 percent. 

A total of $332 million was spent on explor- 
ation and development of all minerals in the 
province in 1979, an increase of 135 percent 
over 1978. Increased commodity prices and 
favourable currency exchange rates stimu- 
lated exploration and new mine development 
in 1979. Exploration expenditures are directed 
primarily towards molybdenum, copper, lead, 
zinc, gold, silver and coal. It is expected that 
by the end of 1982 more than $1 billion in new 
annual metal production will have come on 
stream. The value of industrial minerals was 
$84.5 million in 1979 compared with 
$59.5 million in 1978. 


The oil and gas industry 


The oil industry has indicated interest in 
resuming exploration drilling off British 
Columbia’s coast. In the late 1960s about 
7 million hectares were taken up under 
permits and a number of holes were drilled. 
However, no work has been done for more 
than a decade because of a federal morato- 
rium on exploration activity there. Statements 
by the Government of Canada and extensive 
interest by several major oil companies sug- 
gest that drilling may soon be resumed. The 
discovery of oil and gas in the offshore area 
could mean hundreds of millions of dollars of 
direct revenue to the province and the crea- 
tion of thousands of jobs. Several major 
projects have been proposed through which 
British Columbia’s abundant supply of natural 
gas will reach new export markets. The tradi- 
tional export customer is the U.S. Pacific 
Northwest. Over the past year, however, there 
has been a major decline in demand for 
British Columbia gas by the U.S. power util- 
ities. Factors to blame include greater avail- 
ability of domestic natural gas supplies in the 
United States through heightened exploration 
programs, the availability of residual fuel 
(which has been responsible for some fuel 
substitution) and higher Canadian prices. 


The weakening demand by U.S. power utili- 
ties had a direct impact on the Government of 
British Columbia’s oil and gas revenues: from 
$599 million in 1979-80, they dropped by 
25 percent to $447 million in 1980-81, and the 
province expects revenues from that source to 
decrease by about 36 percent in 1981-82. No 
significant market recovery is expected until 


1983-84. 
This situation makes market diversification 


important. Dome Petroleum of Calgary an- 
nounced that it had signed an agreement in 
principle with Nissho Iwai Corporation of 
Japan for the sale of 2.6 million metric tons 
of liquefied natural gas (LNG) annually for 

20 years. The export is subject to the approval 
both of the federal and provincial govern- 
ments. Dome has estimated that the pipeline, 
plant, terminal and ships required to make 
those deliveries would involve an investment 
approaching $3 billion. Natural gas would be 
carried by pipeline from northeastern British 
Columbia to a terminal site on the northern 
coast of the province. There the gas would be 
refrigerated and loaded on large tankers for 
export. If approvals are obtained by early 
1982, Dome maintains that construction 
would begin in the middle of that year and be 
completed about three and a half years later. 
According to Dome, the total value of the 
LNG under the agreement, is estimated at 
$26 billion, of which at least $15 billion would 
go to the province of British Columbia. 

Dome is also heading a consortium that 
hopes to build a large petrochemical complex 
on the coast using natural gas as feedstock. It 
would export chemical building blocks used 
in the manufacture of plastics. The project is 
also a huge one, involving several hundred 
miles of pipeline and a shipping terminal. 
Total cost is projected to be about $2 billion. 

Yet another potential venture to export 
natural gas is the Rim Gas Project. The part- 
ners are PetroCanada, Westcoast Transmis- 
sion of Vancouver and Mitsubishi of Japan. 
This is another $2-billion project involving the 
export of liquefied natural gas by tanker by 
1985-86. Still bigger is a project involving 
Westcoast Transmission, PetroCanada and 
the British Columbia Resources Investment 
Corporation, to produce 50,000 barrels a day 
of synthetic crude oil from British Columbia 
coal. The group, with the financial assistance 
of the federal Department of Energy, Mines 
and Resources is examining promising U.S. 
technological advances in coal liquefaction 
being accomplished in a production experi- 
ment in Kentucky. 


The fishing and agriculture 
industries 

British Columbia’s fishing industry has been 
going through difficult times: in 1980 the esti- 
mated value of the catch was $250 million, 
less than half that of the previous year’s 
record $566 million. A combination of unfor- 
tunate factors has beset the industry, includ- 
ing poor markets, rising costs, depleting fish 
stocks and too many boats. 

A federal royal commission of inquiry has 
spent several months seeking solutions to the 
industry’s problems. Because of the fishing 


industry’s over-capacity, the federal Depart- 
ment of Fisheries has announced a program to 
buy back fishing boats. When this occurs, the 
boats are sold for other uses and the impor- 
tant licence that entitles the owner to fish is 
cancelled. So far this year, $3.5 million has 
been spent to retire 26 boats. This has had 
only a small impact on the problem, since 
there are more than 7,000 fishing boats oper- 
ating in the province. The federal department 
has also taken tough and controversial meas- 
ures to protect the fish stocks: closing down 
part of the fishery. The closure is aimed par- 
ticularly at the important chinook salmon, 
which is endangered. Restrictions have also 
been applied to sports fishermen who may 
catch no more than four chinook a day or 30a 
year. 

British Columbia also has a significant agri- 
cultural economy, which includes a wide 
variety of products. According to farm cash 
receipts, which amounted to approximately 
$747 million in 1980, horticultural crops repre- 
sent the single most important source of 
income for British Columbia’s farmers, fol- 
lowed by dairy products, poultry and eggs, 
cattle and calves, and grains and oilseeds. 
Agricultural production is highly specialized 
by region with the Peace River District con- 
centrating on grain, the Okanagan Valley on 
tree-fruit crops, the Fraser Valley on dairy 
products, poultry, berry crops and pork, and 
the Southern and Central Interior of the prov- 
ince on beef cattle. 


Manufacturing industries 


Though British Columbia clearly has a 
resource-oriented economy, its manufacturing 
sector deserves some mention. The province’s 
manufacturing industries are less dependent 
on exports than are the resource industries. 
Manufactured goods produced in the prov- 
ince are more oriented toward local or 
regional consumer and investment goods 
markets. 

The manufacturing sector is a significant 
employer: excluding the resource-based 
manufacturing industries such as wood prod- 
ucts, paper and allied products and fish pro- 
cessing, secondary manufacturing in British 
Columbia employed approximately 77,000 
people in 1980. The largest single industry 
employer was food and beverages (16,500), 
followed by metal fabricating (11,000), 
primary metals, mainly smelting and refining 
(10,200) and transportation equipment (8,500). 

According to the estimated value of ship- 
ments recorded in a recent survey of the prov- 
ince’s manufacturing industries, food and 
beverages (excluding fish products) was the 
leading industry, followed by petroleum and 
coal products, primary metals, metal fabri- 
cating, transportation equipment and machin- 
ery. Recently, the fastest growing industries 
have been chemicals and non-metallic miner- 
als, which owe their growth to the strong per- 
formance of the pulp and paper and construc- 
tion industries. The primary metals industry 
has also experienced strong growth largely 
due to the performance of Alcan’s smelting 
operations at Kitimat. 
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Service industries 


Tourism, British Columbia’s third largest in- 
dustry, is one of the fastest growing sectors of 
the provincial economy. Comprising 10,000 
businesses and employing approximately 
65,000 people, tourism generated $1.85 billion 
worth of business in British Columbia in 1980, 
and the province’s tourism officials, whose 
immediate goal is to reach $2 billion, expect 
the value of tourist business to grow by 
12 percent in 1981. 

In addition to the millions of Canadians 
who cross the Rocky Mountains each year for 
a visit, millions of foreign tourists are drawn to 
British Columbia, mainly from the United 
States. An increasingly important volume of 
business is being generated by overseas tour- 
ists: in 1979 about 414,000 overseas tourists 
visited British Columbia of whom 26 percent 
were from the United Kingdom, 18 percent 
from Japan, 12 percent from West Germany 
and 10 percent from Asian countries other 
than Japan. 

Given that the tourist season has been 
limited to July and August, industry and 
government officials are seeking to extend the 
season into the Spring and Fall. Federal and 
provincial government authorities are actively 
promoting the development of the industry. 
An example of this support is the $50-million 
federal-provincial Tourist Industry Develop- 
ment Subsidiary Agreement, signed in 1978, 
which provides forgivable and low-interest 
loans. A major recipient of these funds has 
been the big Whistler destination ski resort, 
just north of Vancouver, that is being devel- 
oped as a world-class year-round facility. 

British Columbia is growing too as a finan- 
cial centre. The Vancouver Stock Exchange 
(VSE), now regarded as the pre-eminent ven- 
ture capital market in North America, enjoyed 
phenomenal growth in 1980: the value of 
shares traded increased from $1.4 billion in 
1979 to more than $4.4 billion last year. To put 
the VSE’s performance into perspective, the 
VSE is second only to Canada’s largest ex- 
change, in terms of both the volume and 
value of shares traded. In 1980, the volume of 
shares traded at the VSE reached 1.7 billion 
and their value about $4.4 billion: the corre- 
sponding figures for Toronto were 2 billion 
and $29.5 billion, for Montreal, 299.1 million 
and $3.8 billion and for Calgary, 162.3 million 
and $469.7 million. The value of shares traded 
at the VSE increased 1,305 percent between 
1975 and 1980, whereas that of the Toronto 
Stock Exchange and the Montreal Stock Ex- 
change increased 622 percent and 179 per- 
cent, respectively. Share volumes also rose 
sharply during that period, almost doubling 
from 900 million to 1.7 billion. Since then, the 
trading pace has stabilized at about 7 million 
shares on a busy day compared with 15.3 mil- 
lion shares on November 21, 1980, the ex- 
change’s record day. The VSE will soon move 
to a new $5-million home where it will be 
equipped to handle the large volume of busi- 
ness without the irritating delays created by 
excessive paper work. 

It is estimated that about 20 percent of the 
money invested on the VSE comes from 


The Port of Vancouver is B.C.’s principal container facility. 


Europe, including Great Britain, 20 percent 
from Eastern Canada, 20 percent from inves- 
tors in British Columbia and 35 percent from 
the United States, while 5 percent is profes- 
sional trading. Most of the VSE’s business is in 
financing oil and gas exploration companies. 

A description of British Columbia’s econ- 
omy would be far from complete if no men- 
tion were made of its deep-sea port facilities. 
British Columbia has several of these includ- 
ing Vancouver, Roberts Bank, Victoria, 
Nanaimo, New Westminster, Port Alberni and 
Prince Rupert. All of these facilities are open 
year-round. 

Tens of million tonnes of cargo are loaded 
and unloaded at British Columbia ports each 
year. Leading the list of export products are 
coal and grain. Container traffic is also impor- 
tant, principally at Vancouver. Authorities in 
British Columbia and in the Canadian Govern- 
ment are not, however, satisfied with current 
handling capacity on the West Coast. In spite 
of the impressive volume of cargo that passes 
through the ports — in 1979, approximately 
53 million tonnes of export cargo and 6 mil- 
lion tonnes of import cargo — several proj- 
ects are now being undertaken to eliminate 
bottlenecks that have developed over the 
years and to facilitate large projected in- 
creases in Canada’s Pacific trade. 

A major expansion of bulk-handling fa- 
cilities at Roberts Bank has been planned 
involving the creation of three additional 
bulk-handling terminal sites. Most of British 
Columbia coal exports are handled by the 
Roberts Bank Superport, which currently has 
the capacity to load 10 million tonnes of 
British Columbia coal and Alberta petroleum 
coke a year. 

Also being expanded and improved are the 
facilities at Nanaimo. A 50-hectare, three- 
berth terminal will supplement the existing 


15-hectare inner harbour terminal and the 
outer portion will serve as a forest products 
shipping terminal. 

Industry representatives and government 
officials are nothing less than sanguine about 
the projected development of the port at 
Prince Rupert. Though the proposed handling 
facilities are most commonly seen as serving 
the coal and grain export business, their links 
with an extensive railway and highway infra- 
structure will probably lead to fairly intensive 
handling of other products such as sulphur, 
potash, lumber and woodchips. Prince Rupert 
is also being seriously considered as a lique- 
fied natural gas processing and export ter- 
minal. Considered by many as an ideal site, 
Prince Rupert offers several advantages to 
exporters over other British Columbia ports: it 
is 700 kilometres closer to Japan than Van- 
couver; it has the deepest natural harbour in 
the province and the dock will be designed to 
load vessels of up to 150,000 dead weight 
tons; and Ridley Island offers 320 hectares of 
which only 40 will be used for grain and coal 
terminals. 

A recent forecast by the Conference Board 
of Canada maintains that British Columbia, 
which largely escaped the national economic 
slowdown in 1980, will enjoy a 3.6 percent 
increase in real output in 1981. Other fore- 
casters have suggested a similar growth rate 
based on a moderate recovery of the U.S. 
economy, good economic growth in Japan 
and favourable conditions in other markets 
such as Australia, Taiwan and South Korea. 

Capital investment is expected to increase 
2 to 4 percent above last year’s figure of just 
over $9 billion. Resource development and 
related infrastructure projects are expected to 
be major contributors to the increase in 
investment. 
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The changing 
pattern of 
Canada-U:S. 
financial flows 
by Robert M. Dunn, Jr. 


The author is a professor of economics at George 
Washington University, Washington, D.C. 


For generations the volume of funds flowing between Canada and the 
United States has been nothing less than massive. Between 1960 and 
1975, the pattern of financial flows between the two countries was 
roughly short-term south and long-term north. In the last half of the 
1970s, however, this pattern changed as funds at all maturities flowed 


into Canada from the United States. 


Americans and Canadians typically think 
that direct investment accounts almost entire- 
ly for capital flows between the two countries, 
an impression reinforced by the conspicuous 
and often controversial investment activities 
of multinational corporations. In recent years, 
however, financial capital generated by bond 
and treasury bill issues and the acquisition of 
non-controlling equity interests has far out- 
paced direct investment. In fact, portfolio 
investment has been the dominant form of 
Canadian external financing, especially long- 
term bonds issued by Canadian hydro authori- 
ties and other public enterprises. 

Some facts and figures on net investment 
flows between the two countries in the 1970s 
illustrate the predominance of portfolio 
investment. Net direct investment! from the 
United States, which reached $477 million in 
1971, decreased throughout the first half of 
the decade and became negative during the 
last half (-$507 million in 1979), whereas net 
portfolio investment from the United States 
was large and positive throughout the decade 
rising from $2.3 billion in 1971 to $5.7 billion 
in 1979. In fact, throughout the 1970s average 
net direct investment per year from the 
United States was -$177 million, whereas the 
average for portfolio investment was $3.5 bil- 
lion. The flows of portfolio capital included 
both short- and long-term items, and took 
many forms. 

Many Canadians fear that the net flows of 
capital into Canada from the United States 
and elsewhere have been large enough to 
make the country an unacceptably large net 
debtor to the rest of the world. However, infla- 
tion has made the real growth of Canadian 
indebtedness considerably smaller than the 
numbers appear to indicate. The second 
graph, which shows the stock of Canadian 
indebtedness to the rest of the world in con- 
trast to the first graph which shows annual 
flows of capital, shows that Canada’s net debt 
to the rest of the world rose from $24 billion in 
1966 to $69 billion in 1979. Indebtedness to 
the United States dominates that growth, Can- 
ada actually being a slight creditor to coun- 
tries other than the United States. These fig- 
ures, however, are in current dollars and cover 
a period of rapid inflation. Since the Canadian 


' Readers interested in foreign direct investment sta- 
tistics for Canada should read another article in this 
issue, by Ted Zahavich, which includes a discus- 
sion of the relative merits of gross as opposed to 
net Statistics. 


price level, as measured by the Consumer 
Price Index, rose by about 135 percent during 
a period in which Canada’s nominal indebted- 
ness grew by about 188 percent, the real 
growth of Canada’s indebtedness was only 
about 38 percent, somewhat less than the real 
growth in the Canadian economy. Expressed 
another way, Canada’s net indebtedness to 
the rest of the world decreased from 38.8 per- 
cent of the Gross National Product in 1966 to 
36.6 percent in 1979. It should be noted, how- 
ever, that Canada’s indebtedness may be 
somewhat understated in the graph because 
book values rather than market values were 
used in the figures for direct investment. 

Given the extent to which the capital mar- 
kets of Canada and the United States are inte- 
grated, the flow of funds between the two 
countries has historically been very sensitive 
to changes in the markets, in particular 
changes in interest rates. One recent study in 
the United States indicated that a shift of one 
percentage point in the Canada-U S. interest 
rate differential will attract over $400 million 
in short-term capital over a period of about 
three months, as managers of financial institu- 
tions respond to changing incentives. This was 
not the first study to have suggested a similar 
response to relative interest rates. 

From 1971 to 1979 Canadian interest rates, 
particularly for long-term maturities, generally 
exceeded U.S. rates. This resulted in net 
inflows of capital into Canada throughout the 
decade, valued at approximately $30 billion. 
Contributing to that movement of capital was 
Canada’s reputation as one of the safest coun- 
tries in which to lend money. 

It may come as something of a surprise to 
some people that a country as developed and 
wealthy as Canada imports such vast amounts 
of capital. Economists typically associate 
large-scale borrowing with the early stages of 
development. Developed or high per capita 
GNP countries are expected to be net lenders 
rather than net borrowers. Canada, which is 
highly developed and has one of the world’s 
highest levels of per capita GNP, has not fol- 
lowed this pattern and continues to be a large 
net borrower. 

Canada’s continuing need for foreign capi- 
tal is explained by the fact that its economy 
has consistently invested more than it has 
saved. The primary role of the flow of capital 
into Canada is to finance the current account 
or trade and services deficit, which totalled 
$25 billion (U.S.$) between 1970 and 1980. If 
Canada could not borrow abroad, it would be 
forced to restrain its imports to what it could 
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Source: Bank of Canada Survey, April 1980, p. 5-135. 


afford with export revenue, and investment in 
plant and equipment would be limited to 
financial resources generated domestically 
and saved out of current income. Borrowing 
abroad eliminates this constraint because the 
current account deficit can be financed, thus 
allowing a net flow of resources into the econ- 
omy and investment in excess of current 
Saving. 

A number of factors explain Canada’s in- 
vesting more than it saves, one of the most 
important being the fastest labour-force 
growth among the major industrialized coun- 
tries. The entrance into the labour market of 
the children of the baby boom and large-scale 
immigration increased requirements for 
investment in plant and equipment to prevent 
excessive unemployment and merely to main- 
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tain the capital-labour ratio. During times of 
fast labour growth, exceptionally high levels 
of investment are needed to increase the 
capital-labour ratio and thus improve labour 
productivity. 

Also underlying Canada’s high level of 
investment has been the capital-intensive 
nature of many of Canada’s fastest growing 
industries. This is most clearly the case for 
energy-related industries as well as resource 
industries generally. The situation in the 
United States, for example, is quite different 
because the most rapidly growing U.S. indus- 
tries are in the service sector, which is consid- 
erably less capital intensive. 

High levels of investment are not, however 
the only cause of Canada’s need for foreign 
capital. The high rate of household and pri- 
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vate saving in Canada, which is higher than in 
the United States, has been more than offset 
by public sector dissaving. Canadian public 
sector deficits have recently represented a 
higher percentage of GNP than in the United 
States and have drained funds and resources 
from private investment. Some of those defi- 
cits, however, are explained by major public 
investment projects, particularly in the energy 
sector. An accurate estimate of the operating 
or current budget deficit of the Canadian 
public sector would exclude such invest- 
ments, but would include depreciation of pre- 
vious investments as a current expense. 
Although most governments have such public 
investment projects, Canada’s may be rela- 
tively larger. 

To the extent that various levels of govern- 
ment borrow from the private sector to 
finance deficits, funds saved in households 
and businesses are not available for private 
investment. This in turn leads to a situation 
where private investment must be financed by 
borrowing abroad. Some public sector bor- 
rowing may actually be arranged in foreign 
capital markets, but the basic process is the 
same. Large public sector deficits in Canada 
have been an important source of the demand 
for borrowed funds which has required large- 
scale foreign borrowing. If public and private 
sector borrowing needs in Canada exceed the 
funds available through domestic saving, the 
demand for funds spills over into the New 
York capital market. 


Financial intermediation 


The relationship between Canadian and 
U.S. capital markets includes both a sizeable 
net flow of funds into Canada and a much 
larger flow of funds in both directions. As 
mentioned at the beginning of this article, the 
general pattern has been that, within the large 
net flows from the United States to Canada, 
long-term funds flow north but short-term 
funds move back and forth across the border. 
During the 1960-75 period, there was a rough 
inconsistent pattern in which short-term funds 
flowed south and a much more regular pat- 
tern of long-term funds flowing north. In the 
latter half of the last decade, however, this 
pattern changed. 
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New York has, to some extent, acted as a 
financial intermediary between Canadian 
savers who want to hold relatively liquid 
short-term assets and Canada borrowers who 
want to sell long-term liabilities. The long- 
term flow has been considerably larger than 
the short-term flow, thus producing the net 
capital flow to Canada. To the extent that 
New York borrowed short-term and lent long- 
term in Canada, it acted as an intermediary, 
bridging the gap between Canadian savers 
who preferred relatively liquid assets and 
Canadian borrowers of long-term funds. In 
that sense, it could be said that the United 
States exported liquidity to Canada. This pat- 
tern was not as clear, however, during most of 
the last few years, as both long- and short- 
term capital flowed into Canada from the 
United States. 

A major cause for the earlier pattern of 
capital flows between Canada and the United 
States was the relative interest rates in both 
countries for different maturities. Normally, 
long-term interest rates exceed short-term 
yields because of the reduced liquidity and 
greater risk associated with long-term bonds. 
In Canada, however, the margin between 
long- and short-term yields between 1960 and 
1975 was somewhat greater than in the United 
States, a phenomenon that economists call a 
steeper yield curve. This difference in interest 
rate margins was a prime moving force behind 
the flow of short-term funds south and long- 
term funds north. Canadian long-term interest 
rates almost always exceeded U.S. bond 
yields by a sizeable margin, whereas short- 
term interest rates were generally similar in 
both countries. 

A recent survey of major participants in 
Canadian-U.S. financial flows provided some 
explanations for the greater Canadian margin 
between long- and short-term interest rates be- 
tween 1960 and 1975.2 Investment managers 
in both countries maintain that Canadian 
savers and portfolio managers are more wary 
of risks than their U.S. counterparts and that 
they tend to maintain more liquid portfolios, 
thus creating a relatively strong demand for 
short-term assets and weaker demand for 
bonds and other long-term claims in Canada. 
Also identified as contributing to the greater 
Canadian margin is the industrial background 
of major borrowers in Canada. As noted 
above the most rapidly growing industrial sec- 
tor in Canada is resources, whereas in the 
United States it is the service sector. 
Resource-based industries typically need long- 
term funds, whereas service industries can 
often operate with short-term funds. The rela- 
tively longer average maturity of the Cana- 
dian demand for funds increases bond yields 
relative to short-term interest rates in Canada. 

Furthermore, Canadian capital markets 
have been perceived as being somewhat 
thinner and more erratic than those in the 


? Robert M. Dunn, Jr., The Canada-U.5. Capital 
Market, C.D. Howe Research Institute, Montreal, 
pp. 67-77. The arguments in this article and a range 
of related issues are discussed in some detail in this 
volume. 


United States, although it would be hard to 
imagine anything more erratic than U.S. 
capital markets during the last few years. The 
greater variability of yields in Canada, particu- 
larly in secondary markets which have often 
been quite illiquid, introduce an additional 
element of risk for both borrowers and 
lenders. The latter group fears holding long- 
term assets because they may be difficult or 
expensive to sell before maturity and conse- 
quently tend to avoid lending for long periods 
if they may need funds in the meantime. Bor- 
rowers try to avoid having to roll over short- 
term loans to finance long-term projects and 
try to borrow for the full period for which the 
funds will be needed, thus avoiding the risk of 
having to repay old loans and arrange new 
ones in unsettled capital markets. Therefore, 
lenders are encouraged to operate with rela- 
tively short securities and borrowers to seek 
long-term maturities. The resulting shifts in 
the demand and supply of short- relative to 
long-term assets creates higher long-term and 
lower short-term interest rates. Lenders drive 
down money market yields by trying to buy 
primarily short-term assets, and borrowers in- 
crease long-term yields by trying to sell bonds 
instead of short-term paper. 

Debt management policies have been per- 
ceived as having differed in a way that en- 
courages a larger spread between long- and 
short-term interest rates in Canada. Though 
some might question this analysis, the 
Government of Canada apparently has bor- 
rowed at considerably longer average maturi- 
ties than has the U.S. Treasury. 

Certain institutional and historical factors 
have also influenced foreign borrowing and 
lending decisions in Canada. For example, the 
elimination in 1975 of the Canadian withhold- 
ing tax on long-term bond interest payments 
to foreigners sharply increased U.S. purchases 
of Canadian bonds. In addition, the borrowing 
decisions of Canadian subsidiaries of U.S. 
firms can be influenced by balance sheet con- 
siderations and the views of the parent cor- 
poration, although such subsidiaries would 
presumably be encouraged to borrow where 
interest rates were lower. 


Recent changes in interest rate 
patterns 


The traditional pattern in interest rates in 
Canada and the United States changed signi- 
ficantly during the latter half of the 1970s. The 
margin between Canadian long- and short- 
term yields declined sharply and became 
smaller than the margin in the United States. 
This occurred because a sharp increase in 
Canadian short-term interest rates was accom- 
panied by a much smaller increase in bond 
yields. Though similar, the pattern was consid- 
erably weaker in the United States with the 
result that capital flows between the two 
countries changed. Canadian short-term 
capital inflows became large and sometimes 
exceeded long-term inflows. The earlier situa- 
tion in which New York acted as a financial 
intermediary between Canadian borrowers 
and lenders came to an end and Canada 


imported capital at all maturities. During 
1980, however, the previous pattern returned, 
at least temporarily, as short-term funds 
flowed from Canada to the United States and 
long-term funds flowed north. 

A number of factors could account for the 
changing relationship between interest rates 
in the two countries. First, as mentioned 
above, the 1975 elimination of the Canadian 
withholding tax on payments to foreigners of 
interest income on long-term bonds, but not 
on short-term assets, undoubtedly increased 
U.S. demand for Canadian bonds. This would 
tend to drive yields on such bonds down and 
cause the shift in yield patterns. In addition, 
inflationary expectations in Canada may have 
declined due to what appears to be the Bank 
of Canada’s firm commitment to monetarism. 
If Canadian investors expect less inflation, 
they are also likely to expect lower interest 
rates, which would encourage purchases of 
long-term bonds in hope of earning capital 
gains when yields decline. Lower inflationary 
expectations are generally viewed as encour- 
aging a narrower (or negative) spread between 
long- and short-term yields as people shift 
portfolios toward longer maturities where 
larger capital gains are possible if interest 
rates fall. 

Another possible explanation is that Cana- 
dian capital markets are maturing so that in- 
vestor preferences for highly liquid assets may 
be decreasing. As Canadian capital markets 
become larger and more stable, one might 
expect the margin to narrow as investors 
become more willing to hold long-term assets. 

Readers should keep in mind, however, that 
any analysis of yields in the two countries is 
subject to change. U.S. capital markets have 
been in considerable turmoil due to rapid 
inflation, attempts to impose tight money in 
periods of huge federal government borrow- 
ing, and constantly shifting investor expecta- 
tions. One could argue that capital markets in 
both countries, but particularly in the United 
States, have been so unsettled in recent years 
that current comparisons of interest relation- 
ships do not represent anything which is likely 
to be permanent. 


Outlook 


Canada’s investment needs relative to its 
ability to generate internal savings will deter- 
mine whether or not it will continue to rely 
heavily on foreign capital in general and U.S. 
capital in particular. Now that most of the 
children of the baby boom have entered the 
labour force and immigration policy is rela- 
tively tight, Canada’s labour force growth is 
likely to slow down. This should reduce 
requirements for investment in plant and 
equipment to avoid excessive unemployment 
and maintain the capital-labour ratio. The 
capital-intensive nature of Canada’s major 
energy projects, however, may maintain Can- 
ada’s needs for capital. Canada’s savings rate, 
which will be greatly influenced by the public 
sector, will determine whether the economy 
can finance its own investment needs or con- 
tinue to rely on external funds. 
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More foreign 
investment 
but... less 
foreign control 
By Ted Zahavich 


The author is an economist with the Policy Research 
Division of the Agency’s Policy, Research and 
Communications Branch. 


“Just before going to press the author obtained 1980 
data on gross foreign direct investment inflows, 
which reached $3.4 billion. This figure is higher than 
that predicted in the article. 


A curious phenomenon developed during the last decade or so: 
though foreign investors continued to pour billions of dollars worth of 
direct investment into Canada, the level of foreign ownership and con- 
trol of the Canadian economy decreased. This is explained, in part, by 
the takeover of a number of large foreign-controlled companies by Cana- 
dian-controlled companies, and by, in part, the more rapid growth of 
Canadian-controlled firms in general. An increasing amount of foreign 
funds has also been invested in Canada in recent years for the purpose of 


acquiring minority equity positions in Canadian public companies 
through the purchase of outstanding and new shares. 


In recent years, it has often been suggested 
that Canada no longer attracts foreign invest- 
ment as it once did. Many of those who hold 
this opinion base their argument on Canada’s 
net foreign direct investment statistics. A 
close look at those statistics, however, reveals 
that use of the net figures can be very mis- 
leading. For example, though net foreign 
direct investment statistics have fluctuated 
markedly in recent years, it is clear that gross 
outflows and not gross inflows are responsible 
for this pattern. 

Gross outflows, which do not include in- 
vestment by Canadians abroad, are a return of 
all or part of the original investment to the 
parent company, including repayment of 
loans and sale of subsidiaries. The latter has 
accounted for the most dramatic fluctuations 
in gross outflows, which occurred in 1976 and 
1978. In 1976, the Canada Development Cor- 
poration acquired the Canadian assets of 
Tenneco Oil and Minerals Ltd. (U.S.-owned), 
Inter-City Gas Ltd. acquired Canadian Hydro- 
carbons Ltd. (European-owned) and Field 
Stores acquired Zellers Ltd. (U.S.-owned). In 
1978, PetroCanada Inc. acquired Pacific 
Petroleums Limited (U.S.-owned), Nova (for- 
merly the Alberta Gas Trunk Lines Co. Lim- 
ited) acquired Husky Oil (U.S.-owned) and 
Canadian Forest Products Limited acquired 
Prince George Pulp and Paper Ltd. and Inter- 
continental Pulp Company, both U.S.-owned. 
Large transactions such as these, which run 
into the hundreds of millions of dollars, tend 
to tip the foreign capital scales and, in 1976, 
created an exception to the rule because, for 
the only time during the past 30 years, gross 
outflows exceeded gross inflows that year. It 
should be mentioned that these transactions 
were for the most part initiated by Canadian 
buyers, not by foreign sellers. 

In 1981, because of a number of excep- 
tionally large acquisitions of foreign-control- 
led firms by Canadian-controlled firms, such 
as the purchase of Canadian International 
Paper Co. (U.S.-controlled) by Canadian 
Pacific Enterprises Ltd. for $1.1 billion and the 
purchase of Petrofina Canada Ltd. (Belgium- 
controlled) by Petro-Canada for $1.5 billion, 
the gross outflow of foreign direct investment 
may again exceed the gross inflow. However, 
the gross inflow will again be large. 

In the past five years, almost $12 billion of 
direct investment has entered Canada. This 
investment reached $2.7 billion in 1978 and 


dropped slightly to $2.6 billion in 1979. While 
final figures for 1980 are not yet available, the 
data suggest another year of large gross in- 
flows of foreign direct investment, again in 
the neighbourhood of $2 billion to $3 billion* 
Gross inflows are the regular type of invest- 
ment made by a foreign parent company ina 
subsidiary such as loans or equity investment. 
In 1980, there were several transactions that 
resulted in large inflows. For example, there 
was the purchase of a one-third interest in 
Brunswick International Paper Co. by Japa- 
nese companies. Under a rights offering, 
Exxon Corp. invested over half a billion dollars 
in its Canadian subsidiary, Imperial Oil Ltd. 
Another large transaction which resulted in a 
large inflow was the purchase by Superior Oil 
Ltd., a U.S. company, of the shares in Cana- 
dian Superior Oil Ltd. which it did not already 
own. In addition to having an impact on the 
flows of direct investment, the sheer size of 
investments of this type can significantly 
affect the overall balance of payments as 
well. 

The United States has been the largest 
foreign investor in Canada and not surprising- 
ly continues to make a large addition to that 
investment. (It should be noted that the bal- 
ance of payments measure of direct invest- 
ment does not include the expansion of exist- 
ing investments through the reinvestment of 
earnings.) But recently, European investors, 
particularly German and Dutch, have commit- 
ted a large amount of funds for investment in 
Canada. Several factors account for the con- 
tinuing heavy inflow of foreign capital, includ- 
ing Canada’s wealth in natural resources, par- 
ticularly energy, its mature manufacturing 
sector, a highly sophisticated service sector, a 
well-developed communications and trans- 
portation infrastructure, and close proximity 
to a very accessible U.S. market. 

Different foreign investors have provided 
different reasons for explaining Canada’s 
drawing power. Mr. Heinz Durr, Chairman of 
AEG Telefunken, recently attributed his com- 
pany’s interest in Canada to its strong indus- 
trial base, the accessibility to the U.S. market 
and the favourable exchange rate of the Cana- 
dian dollar, which gives exporters using 
Canada as a base a significant competitive 
edge. Mr. Toshiro Tomabechi, Executive Vice- 
President of Mitsubishi Corp., was quoted as 
having said at a symposium in Toronto that 
“. . considerations of energy cost, technologi- 
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cal capacity and long-range potential make 
Canada an especially attractive site for opera- 
tions.” Another noteworthy source of opinion 
on Canada as a host country for foreign in- 
vestment is the Geneva-based European Man- 
agement Forum. According to EMF’s 200 eco- 
nomic, social and political criteria, Canada 
ranked a close fifth behind the United States, 
Japan, Switzerland and West Germany. Fol- 
lowing behind the top group of five were such 
countries as the Netherlands, France, Sweden, 
Britain, Denmark, Italy, Portugal and Greece. 
A fourth comment on Canada’s economic 
well-being was published by the Nikkei 
Sangyo Survey. This bi-weekly Japanese 
report evaluated countries on three aspects: 
market size, economic environment and in- 
vestment climate. The results showed that 
Canada ranked third behind West Germany 
and the United States. 


RSH ATA 1978 1979 


-3000 
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What is most surprising about the large in- 
flow of foreign funds into Canada in the last 
few years is that it has not caused a major 
increase in the level of foreign ownership and 
control of the Canadian economy in spite of 
the re-investment of retained earnings, which 
has accounted for most of the foreign direct 
investment in Canada since the early 1960s. In 
fact, the reverse has occurred, the level of 
foreign ownership and control in Canada 
having steadily decreased since the early 
1970s. 

There are a number of methods that can be 
used to indicate the level of foreign control of 
the Canadian economy. Probably one of the 
best is to use “assets”, as collected under the 
Corporations and Labour Unions Returns Act. 
This measure shows that in 1970, 36 percent 
of the non-financial corporate assets in Can- 
ada were controlled by foreigners. By 1978, 


this figure had dropped to 30 percent, and 
today is probably in the area of 26 percent to 
28 percent. 

At the end of 1978, the value of assets in 
Canada controlled by foreigners was $100 bil- 
lion. Six countries accounted for over 92 per- 
cent of the $100 billion: the United States 
($73.9 billion), the United Kingdom ($9.5 bil- 
lion), the Netherlands ($4.0 billion), France 
($2.4 billion), West Germany ($1.4 billion) and 
Japan ($1.4 billion). While the United States 
was by far the most important source of 
foreign investment, other countries, notably 
West Germany and the Netherlands, have 
recently increased their stake in Canada at 
a faster rate. In 1978 alone, the value of 
German-controlled assets jumped 30 percent, 
and that of the Netherlands, 27 percent. 

Over 43 percent of U.S. investment in Can- 
ada is in manufacturing, over 24 percent in oil 
and gas, and over 8 percent in mining. The 
various service industries, such as retail trade 
and utilities, make up the remainder. U.K. 
investment in Canada is also concentrated in 
manufacturing, but the service sector has re- 
cently become important principally as a 
result of the entry into the Canadian market 
on a large scale of two major U.K. retailers, 
Marks and Spencer and Boots Drugstores. 
German investment in Canadian manufac- 
turing jumped 56 percent in 1978, but is still 
concentrated in wholesale trade mainly 
because of the activities of Volkswagen 
Canada Ltd. 

But the story behind foreign investment in 
Canada in recent years would be far from 
complete if it did not include an analysis of 
another type of foreign investment: the pur- 
chase of minority equity positions in Canadian 
public companies by foreigners. Foreign in- 
vestors have been accumulating shares in a 
wide range of Canadian companies at a rapid 
rate. For example, in 1980, foreign investors 
purchased $7.7 billion worth of outstanding 
shares in Canadian companies, sold $6.7 bil- 
lion during the year, for a net year-end 
position of $1 billion. This is by far the largest 
annual accumulation recorded by Statistics 
Canada. The previous record ($300 million) 
was established in 1979 when foreign inves- 
tors purchased $4.4 billion worth of outstand- 
ing shares in Canadian companies and sold 
$4.1 billion. 

Furthermore, foreign investors were also 
active buyers of new share issues of Canadian 
companies. In 1980, they purchased just 
under $500 million worth of these issues. 
Again, this is a marked increase over the 
$160 million recorded in 1979. Another $2 bil- 
lion was invested by foreigners through the 
purchase of bonds and debentures of Cana- 
dian companies, an increase of $800 million 
from 1979. 

In summary, while foreign direct invest- 
ment in Canada continues to grow, foreign 
control of Canada’s non-financial industries is 
decreasing. With the expected construction of 
energy-related mega projects during the next 
20 years, the need for new capital formation 
in Canada will be great. Foreign investors will 
still have a role to play in meeting these 
requirements. 
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by Andrew G. Kniewasser 


The author is president of the Investment Dealers 
Association of Canada. 
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Canada is on the threshold of the largest, most broadly based and 
innovative two decades of new capital investment in the country’s his- 
tory. We expect to put in place $1.5 trillion of new investment between 
1981 and 1990 and another $4.7 trillion between 1991 and 2000. 


New capital investment, expressed as a per- 
centage of gross national expenditure is now 
in the order of 23.5 percent. This ratio will rise 
to over 25 percent during the 1980’s and to 
over 27 percent in the 1990’s. (See table 1.) 


The composition of the program 


These forecasts, when measured as per- 
centage of gross national expenditure, indi- 
cate some interesting and reassuring trends in 
the Canadian economy. 

Throughout the 1980’s and 1990’s substan- 
tial increase is expected in business invest- 
ment in new plant and equipment. Indeed, if 
one defines “productive investment” narrow- 
ly, as investment by business on new plant 
and equipment, the outlook is for very consid- 
erable progress in Canada in the application 
of capital to productivity increase and grow- 
ing international competitiveness. In the dec- 
ade of the 1970's, 62 percent of all new invest- 
ment in Canada was “’productive investment” 
by business. In the 1980’s, the figure will be 
70 percent and in the 1990's this trend will 
continue and this key ratio will be in the order 
of 76 percent. These ratios are not sufficiently 
well known in Canada as yet but they are by 
far the most significant indicator in our entire 
long term economic outlook. 


Table 1 


Industry sectors 


The 1981-2000 capital investment program 
is clearly unprecedented in size and unpre- 
cedented in its breadth and diversity. There 
will be large requirements for new capital 
over a broad range of Canadian industry and 
commerce (see table 2) and in all parts of Can- 
ada (see table 3). Energy related investments 
will comprise some 36 percent of all new busi- 
ness investment over the next 20 years. Activ- 
ity will remain strong across the country and 
expand at very high rates in Newfoundland 
and on our northern frontiers. 

In summary, we foresee throughout the 
1980's very rapid growth in Newfoundland 
and the West with something over one-half of 
all new investment taking place in these prov- 
inces. But all provinces are growing and we 
expect that Ontario and Quebec will still 
account for over 50 percent of real output by 
1990. 


The investment community 


There are, of course, many consequences 
of such a program for the Canadian and inter- 
national investment communities. Financing 
$6.2 trillion of new capital investment over 
the next 20 years is a considerable challenge 
and responsibility. In Canada, the financial 


industry is well advanced in gearing up for the 
program. Rates of personal and corporate 
savings remain very high by international 
standards and the facilities required to get the 
job done are rapidly being put in place. 

The Canadian financial system is decen- 
tralized and characterized by a philosophy of 
separation of function which encourages 
competition among the functions of invest- 
ment, banking, insurance and fiduciary serv- 
ices. Suppliers and users of capital, as a result, 
have a wide choice of opportunity as they 
seek to fulfill their needs. There has been a 
tendency to underestimate Canada’s capacity 
to finance capital requirements from domes- 
tic savings and systems. It is interesting to 
note that, on a relative basis, we now raise 
more than twice as much new capital through 
securities markets in this country than any 
country in the world. 

Looking ahead we are planning to finance, 
on a net basis, some 94 percent of the 1981-90 
capital investment program from Canadian 
savings. Indeed, our studies indicate that we 
can expect to become net capital exporters in 
the mid 1990's. 

This assessment of our rapidly growing 
capacity to generate savings in Canada does 
not, however, imply in our minds any lessen- 
ing in Canada’s traditional interest and partici- 
pation in international trade and finance. 
Rather, we view our role in finance in future 
as larger and, indeed, increasingly attuned to 
opportunities at home and abroad. As a corol- 
lary, many Canadians view our growing ability 
to generate capital in Canada as the principal 


4 means of improving their ownership and con- 


trol over a range of existing and new indus- 
tries. It is now quite clear that very substantial 
progress can be achieved in this respect in 
future through the marketplace rather than by 


direct government intervention and ownership. 


New capital investment in Canada, 1961 to the year 2000, in billions of current dollars 
and as a percentage of gross national expenditures 


1961-70 
$billion % 


1971-80 
$ billion % 


Residental construction 
Non residential construction 
Machinery and equipment 


Increase in inventories 
Total business investment 
Government 


Total new capital investments 


44 102 5.6 
6.5 117 64 
7A 135 7.4 
42 16 0.9 

19.2 370 = 203 


4.2 61 3.4 


23.4 


Source: Informetrica, Ottawa 
June, 1981. 


$billion % 


1981-90 1991-2000 


$billion % 


266 45 507 3.4 
465 79 1/02 99 
542 9.2 1,754 

45 0.8 144 0.8 


1,318 4,197 
75 : 519 
1,493 4,716 
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Sources of financing 


We foresee sources of financing for our 
Capital program between 1981 and 1990 this 
way: 25 percent personal savings, 65 percent 
from corporate savings in the form of capital 
cost allowances and retained earnings, 4 per- 
cent from net savings from all levels of 
government and their agencies and 6 percent 
from non-residents. 

Although corporate savings remain the larg- 
est component throughout the period, par- 
ticular emphasis must be placed in our stra- 
tegy on the growing role of personal savings 
and securities markets which channel capital 
generated by individuals to all parts of Can- 
ada and to all enterprises. Corporate savings 
usually remain within the enterprise which 
generates them and do not become available 
to other businesses across the country. 

Securities markets in the 1970’s financed 
some 25 percent of our capital needs. In the 
1980's they will finance some 35 percent and 
we expect this trend to continue in the 1990's. 
It is because more of these needs will have to 
be financed through personal savings and 
through securities markets that so many 
young Canadians are now in the process of 
preparing for a career in the Canadian invest- 
ment industry. 


Securities markets reviewed 


We have been successful in Canada since 
1974 in improving the efficiency of the alloca- 
tion of new capital to productive purposes. 
New equity financing, that is permanent risk 
capital and widespread Canadian ownership, 
amounted to 12 percent of all new financing 
through our markets for the first six months of 
1981. The figure was 3 percent in 1974. 

This ratio of new equity for non-financial 
business to total financing for all business and 
governments is a key indicator of confidence 
and the appetite for risk-taking in this country. 
Our performance in this respect is presently 
very favourable by international standards. It 
is essentially a function of fiscal policy, which 
in Canada since 1974, has attached a high 
priority to individual saving and investment 
decision making. It is precisely this kind of 
portfolio investment which flows through our 
market system and becomes available to 
enterprises, small and large, in all parts of 
Canada, that is integral to our investment pro- 
gram over the next twenty years. (Table 4 
reviews new securities issues by Canadian 
government and business in recent years.) 


Conclusion 


These thoughts will certainly appear bullish 
and optimistic in the light of very severe 
immediate problems, such as inflation, high 
interest rates, the exchange rate and poor pro- 
ductivity performance. Our securities markets 
reflect these days widespread concern about 
these symptoms of economic underper- 

formance. 
But, it is important to take a longer view, to 
"assess fundamentals and to try to make some 
_ balanced assessment about our prospects. For 
example, consistent sensible economic man- 


Table 2 
Industrial profile of new capital investment in plant and 
equipment, 1981 to the year 2000, in billions of 

current dollars 


1981-90 1991-2000 


Agriculture, forestry, fishing 106 306 


Mining 192 853 
Manufacturing 205 681 
Construction 22 56 
Utilities 166 563 
Transportation 137 461 
Trade 31 99 
Finance, insurance, real estate 12 232 
Services 77 203 
Total 1,008 3,454 


Energy-related investments will be a major opportunity 


Energy 339 1,297 


Source: Informetrica, Ottawa 
June, 1981 


Table 3 
Regional profile of new capital investment, 1981-90 


Share of total 
investment 
1981-90 


Real growth by 
province 
1980-90 


(% change) 


% 
1980-1990 


Newfoundland 72 5 


Prince Edward Island 31 0.3 
Nova Scotia SZ 23 
New Brunswick 35 1.8 
Quebec 33 21.0 
Ontario 38 23.9 
Manitoba 42 32 
Saskatchewan 46 41 
Alberta 46 25.0 
British Columbia* 51 15.3 


Canada 41 100.0 


* includes Yukon and Territories 


Source: Informetrica, Ottawa 
June, 1981 
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Table 4 


New securities issues by Canadian government and business 


($ millions) 


Government 


Corporate 


Total 
Gov't 


Prov. & 


Canada Munc. 


% of 
Total 


Corp. 


Debt Total 


S$ 1,965 3% 2,005 
2,865 
3,920 
3,160 


3,799 


3,785 
4,045 
4,665 
4,240 
5,660 


9,685 
11,465 
10,040 

9,745 

9,145 


11,585 


S 3,970 
4,755 
5,970 
6,080 
5,560 


7,955 
9,140 
7,635 
6,300 


15,315 
17 815 
19,980 
22,565 
19,620 


26,585 


12,820 
10,475 


15,000 


11,890 


62.6% 
65.7 
74.6 
72 
63.8 


733 
737 
692 
62.5 
65.1 


13.3 
69.0 
65.0 
59.4 
61.9 


62.1 


$ 1,825 
1,850 
1,545 
1,865 
2140 


2,525 
289) 
2,680 
3,130 
5,090 


4,315 
6,600 
7,490 
8,380 
7,835 


10,400 


_$ 2375 
2,480 
2,035 
2,460 
3,155 


2,905 
3,270 
3,400 
3,785 
6,370 
5,625 
7,945 
10,735 
15,415 
12,085 


16,190 


343 
25.4 
28.8 
36.2 
26.7 

| 263 
30.8 
37.5 

34.9 
26,7 
31.0 
35.0 

40.6 
38.1 


379 


1,310 
1,345 
3,245 - 
7,035 
4,250 


5,790 


% of 
_ Total (Non-Fin.) 


— 374% 


of which 
True 
Equity %of 
Total 


Total 


$ 410 | 
580 
360 
565 
820 
330 
340 
550 
485 
580 
940 
1,035 
1275 
1,850 
3,190 


3,990 


6.5% 
8.0 
45 
67 
9.4 


3.0 
27 
5.0 
48 

32 


45 
4.0 
42 
49 

10.1 


23 


$ 6,345 
7,295 
8,005 
8,540 
8,715 


10,860 
12,410 
11,035 
10,085 
18,260 


20,940 
25,760 
30,715 
37,980 
31,705 


42,775 


+70% 


Note: Gross new issues of marketable bonds and stocks — includes CPP. Increase in outstandings for CSBs and short-term paper. 


Sources: Bank of Canada Review, 
IDA underwriting reports. 


agement is critical. Such an assessment is, of 
course, implicit in these forecasts and is 
reasonable in the light of our traditions and 
performance over the past two decades when 
assessed in perspective and by international 
comparison. Our fiscal system has become, 
and we expect will remain, internationally 
competitive. All levels of government in Can- 
ada are pledged to restraining expenditures to 
a rate not higher than the growth of the gross 


INVESTMENT 
DEALERS 
ASSOCIATION 
OF CANADA 


June 1981. 


national product. There is a consensus in 
Canada that we must maintain a high rate of 
savings and, increasingly, focus more of these 
savings on productive new investment in busi- 
ness and social capital. In a large, open, inter- 
nationally dependent country like Canada, we 


assessment at the IDA in Canada in 19811 is, on 
balance, that for the foreseeable future, there 
is “Opportunity from East to West”. 

In the decade of the 1970's, 8 percent of 
capital formation in Canada or $35 billion net 
was financed by non-residents. In the 1980s, 


must expect shocks and frustrations and 

delays in decision-making from time to time. 
And, our performance in managing our envi- 
ronment can certainly be improved. But our 


The Investment Dealers Association of 
Canada (IDA) is a national organization repre- 
senting the securities industry in Canada. Its 
role is to establish and enforce, through self- 
regulation, high standards of business conduct 
and to promote through study, public state- 
ments and representations, the raising and 
effective allocation of capital. 

Principal activities of the Association in- 
clude protection of the investing public; liai- 
son with provincial securities commissions; 
public policy representations to governments 
on matters affecting investment; maintenance 
of high ethical standards; maintenance of 
orderly marketing and trading; education; pro- 
vision of statistical data; and liaison with other 
financial institutions. 


this percentage will decline to 6 percent but 
$92 billion net of new foreign investment will 
offer many fine opportunities for foreign 
investors. 


The IDA is governed at the national level 
by a 20-person board of directors, headed by 
the chairman, vice-chairman and president, 
and representatives of all parts of the country. 
Regional activities are conducted by seven 
district councils: Atlantic, Quebec, Ontario, 
Manitoba, Saskatchewan, Alberta and Pacific. 
The chairman of each of the district councils 
is amember of the national committee which 
meets with the board of directors twice each 
year. 

There are some 50 committees which carry 
on the work of the Association nationally and 
regionally. In addition, the Association partici- 
pates in a number of joint industry commit- 
tees, along with the four stock exchanges, to 
deal with issues of national concern. 
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New life for 
Canadian metal 
mining* 


_ * This article was first published in the April-May 
1981 issue of the Bank of Nova Scotia’s Monthly 
Review. 


Enormous energy projects and sharp federal-provincial differences 
over energy policies have tended, quite rightly, to dominate public and 
business concerns through the past year. One side effect, however, has 
been an overshadowing of the improvement in activity in the Canadian 
mining industry, and of a welcome resurgence in mineral exploration and 


development. 


Through much of the 1970s the Canadian 
mining industry experienced a lengthy pause 
in development. But today, the pickup in 
activity ranges from tungsten in New Bruns- 
wick, and gold in central Canada, to copper 
and molybdenum in British Columbia (see 
map). In this article, we look at the recent per- 
formance of the Canadian metal mining 
industry and assess the prospects for con- 
tinuing vigour through the next few years. 
Although the industry picture has included a 
notable burst of activity in uranium, coal, and 
potash development, this article will limit its 
focus to the spectrum of non-ferrous metals 
that are currently in the forefront of develop- 
mental and market interest. In keeping with 
this approach, too, nickel is touched on only 
in passing — for while it is still a major factor 
in the Canadian mining picture, little new 
development is in early prospect. 


The pause in activity 


The recent improvement in Canadian metal 
mining development stands in contrast to the 
stagnation that occurred through most of the 
1970s. To some extent, that weakness was 
shared by the mining industry in other coun- 
tries because of an extended period of uneven 
market recovery and low profitability after 
the deep world recession of 1974-75. Invest- 
ment decisions tended to be delayed, too, as 
potential producers slowly came to terms with 
the new era of more stringent environmental 
regulations, escalating capital costs for new 
mines, and more expensive private sector 
financing. During this period major new proj- 
ects were largely centred in the less devel- 
oped countries where governments took a 
leading role in resource development. 

For Canada, there were a number of special 
factors which made the pause in activity here 
an especially protracted one. Easily accessible 
areas of potential development had become 
scarcer, and many of the significant new dis- 
coveries were located in remote northern 
areas, where development would require 
extensive infrastructure. The imposition by a 
number of provinces of onerous new royalties 
and mining taxes in 1974-75 (in the wake of 
the earlier spectacular commodity boom) 
along with federal-provincial conflicts over 
resource revenues resulted in high, and in 
some Cases very high, effective tax rates on 
mining. Although these taxation problems in 
due course were eased, they created a climate 
of great uncertainty for some time. 
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Once the new mines which were under 
construction at the start of the 1970s came on 
stream, relatively few new projects were 
undertaken and indeed almost none in the 
1976-78 period. The volume of capital invest- 
ment in metal mining dropped off sharply, 
iron ore and uranium providing the only areas 
of strength. The record of production (and 
exports) was discouraging as well, though at 
times some of the weakness in output arose 
from prolonged labour disputes. 


..- Followed by a welcome 
upsurge 

In most respects, for Canada, the tide has 
turned dramatically over the past two years or 
so. Exploration activity has leapt ahead. All 
areas of the country have been benefiting, 
and there has been a particular resurgence in 
exploratory work on already known gold 
deposits and prospects. Capital investment in 
metal mining, too, has been exceptionally 
strong despite a sharp reduction in spending 
on iron ore. 

Total investment expenditure on new 
copper, lead, zinc, and precious metal mines 
more than tripled in current dollar terms be- 
tween 1978 and 1980.' Although only a 
modest further increase is expected this year, 
the total remains at a very high level. The 
fruits of this investment should start to show 
up in production figures toward the end of this 
year. 

The most intense development activity has 
been in British Columbia where projects cost- 
ing almost $1 billion are under way or have 
just recently been completed. As well as the 
development of new mines, these projects in- 
clude programs of expansion and mine-life ex- 
tension, and modernization and expansion of 
processing facilities. By the end of this year, 
the volume of potential copper production 
could be increased by almost one-third as 
compared with current levels while the in- 
crease in molybdenum mine capacity will be 
even larger. Sharp gains should also be 
recorded in output of gold and silver (the 
latter boosted by a large mine near Houston, 
some 180 miles west of Prince George). 

In the Northwest Territories, construction 
has started at a major zinc-lead mine in the 
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' This does not include spending on nickel-copper 
deposits which is classified under other deposits. 
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MINING ACTION ACROSS CANADA 
Selected major new metal mining projects 
and some promising major deposits 
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High Arctic and at an important gold mine 
some distance to the east of Great Bear Lake. 
Gold also is the focus of much activity in 
Ontario and Quebec. Although most of the 
projects are quite small, plans for a large 
open-pit operation some 125 miles northeast 
of Timmins have recently been announced, 
and in Quebec a sizeable development is 
under way in the Noranda area. The Atlantic 
Provinces’ metal mining industry will be fur- 
ther diversified when work on a new tungsten- 
molybdenum mine is completed late this year. 


Copper: hopes for better times 


Copper markets, often regarded as a bell- 
wether for industrial metals, have been clearly 
reflecting world economic difficulties over 
the past few months. Deepening recession in 
western Europe, the slowdown in Japan, and 
the hesitant U.S. recovery have been the main 
influences depressing copper prices to the 
85-90 cent (US) level. Sustained world eco- 
nomic recovery, even on a modest scale, is 
not expected until toward the end of this year. 
Despite weak demand and poor prices, few 
cutbacks in production have been announced, 
at least in part because byproduct output, par- 
ticularly of precious metals, has been sus- 
taining revenues from many copper mines. In 


U.S.A. 


consequence, producer stocks are expected to 
build up quite markedly in the period just 
ahead. For 1981 as a whole, some recent esti- 
mates suggest, the addition in inventories 
could amount to around 150,000 to 200,000 
metric tons. (In contrast, production and con- 
sumption were in close balance last year since 
the market was shielded from much of the 
effects of the U.S. recession by a protracted 
strike at U.S. copper producers.) Sizeable as 
the projected increase is, it remains of man- 
ageable proportions in comparison with the 
huge build-up of inventories after the 
mid-1970s. 

In fact, that earlier heavy overhang of 
stocks — which reached a peak of over 
1.5 million tons early in 1978 — had greatly 
impeded copper’s recovery from the world 
recession of 1974-75. The price improvement 
which finally took place in 1979-80 owed 
much to limitations on production which con- 
tributed to a rapid draw-down in these stocks. 
The amount of new mine capacity coming on 
stream, in contrast to previous years, was 
quite small. Output was held back or reduced 
in such major producing countries as South 
Africa and Canada. In this country, the nickel- 
copper orebodies around Sudbury account for 
an important proportion of copper output, but 
depressed nickel markets in 1978 and a long 
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strike at Inco in 1978-79 much reduced Cana- 
dian production of copper. 

Although economic projections in today’s 
uncertain world are hazardous, most metal 
analysts expect that demand for copper will 
grow modestly — in the range of 2.5 percent 
to 2.8 percent a year on average to 1985. 
Copper supplies, however, constitute one of 
the big question marks for the years ahead. 
The 1980s opened with a significant inventory 
of very large unexploited deposits, a number 
of them already subjected to extensive pre- 
production work. Recently announced new 
mining projects in North and South America, 
however, have been of moderate size, and 
several have included precious metals as well 
as copper, and others have represented expan- 
sion of existing mines. 

Although many very large known deposits, 
in Chile and Peru for example, are being re- 
examined, uncertainty as to whether prices 
will reach levels sufficient to justify heavy 
construction and financing costs could effec- 
tively delay (and in some cases is already 
delaying) production decisions. And the lead 
time for a production start in such instances is 
considerable. New or increasingly important 
elements which could assist in the develop- 
ment of large new mines are joint-venture 
enterprises, participation or ownership by 
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cash-rich oil companies, and more pragmatic 
attitudes of host governments in developing 
countries. 

Most estimates point to an improved 
supply-demand balance over the next five 
years, the modest growth in consumption to 
be met by an equally modest growth in mine 
Capacity. By implication then, real prices 
could stabilize at more profitable levels for 
existing mines. This would be in contrast to 
the downward trend experienced through 
most of the 1970s. 

In Canada, several new mining projects are 
under way or have recently come into opera- 
tion. In addition, in northern Ontario, anew 
copper smelter and refinery is close to com- 
pletion and work is already going ahead for 
expansion of these facilities. For the future, 
Canada has a number of attractive undevel- 
oped copper deposits and the step-up in 
exploration will undoubtedly lead to new dis- 
coveries. One really major new development 
in the Highland Valley area of B.C. could 
come into production toward the mid-1980s. 


Zinc: concentrates in demand 


For zinc, the recovery in demand has been 
weak, and even through 1979 and 1980 prices 
rose only marginally above their level of late 
1978. The automobile industry represents a 
major market — both for die castings and for 
coatings to protect steel against corrosion. 
Automotive demand for zinc die castings has 
declined sharply over the last few years in the 
large U.S. market as car manufacturers have 
substituted such lighter materials as plastic 
and aluminum in their efforts to produce 
vehicles with greater fuel efficiency. And, 
though the use for corrosion protection is cer- 
tainly a growing market for zinc in many dif- 
ferent industries, the weakness in sales of 
North American-built motor vehicles has held 
down consumption on this continent. 

Despite weak demand overseas.as well as 
in the United States, producer stocks have 
remained at relatively low levels. The flow of 
metal supplies has been limited by production 
cutbacks, particularly at overseas smelters 
and by the shutdown of some U.S. refining 
capacity due in part to the difficulty of meet- 
ing environmental regulations. But for some 
time, too, zinc mine output (in the form of 
concentrates) has failed to keep pace with 
even the reduced smelter demand, giving rise 
to considerable strength in the markets for 
Zinc concentrates. With little new mine out- 
put scheduled to come on stream this year, 
the relatively tight supply position for concen- 
trates is expected to continue. This situation 
may reflect more of a structural problem than 
a cyclical one. If so, rationalization of the 
industry to eliminate some of the surplus high- 
cost smelter capacity in Western Europe and 
Japan might end the anomaly of low prices 
for the refined metal occurring at the same 
time that supplies of the raw material are 
tight. 

Canada is by far the world’s leading ex- 
porter of refined zinc and of concentrates and 
is likely to remain so in the foreseeable future. 
Most zinc mines and processing plants in this 
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country are large and employ up-to-date, effi- 
cient technology. They enjoy relatively low 
energy Costs as compared with those in, say, 
Japan. In addition to smaller ongoing pro- 
grams in Canada, there is a major moderniza- 
tion and expansion program at the zinc-lead 
processing facilities at Trail, in British Colum- 
bia, and a large new zinc-lead mine in the 
High Arctic is scheduled to start production in 
1982. And known but as yet undeveloped ore 
deposits in this country are large (as indi- 
cated in the map). 


Lead: fluctuating prices 


The recent pronounced swings in lead 
prices have been quite uncharacteristic of this 
normally rather stable metal. Prices rose 
steeply in 1979 to abnormal heights, mainly 
because of large Eastern European purchases 
at a time when world supply and demand 
were in close balance and producer stocks 
were low. A fall-off in these purchases, com- 
bined with a lowering of replacement-battery 
demand (in part because of the relatively mild 
1979-80 winter in the United States and 
Europe), brought a sharp weakening in 


demand and prices during 1980. This was 
exacerbated by the drop in U.S. auto sales 
(and thus requirements for new batteries) 
along with the mandated U.S. phasedown of 
the use of lead in anti-knock additives for 
gasoline. 

Little improvement in lead demand is fore- 
seen for this year, particularly in view of the 
further drop expected in U.S. consumption of 
leaded gasoline. Prices have been recovering 
from the low point reached in February, how- 
ever, in part because of a strike at a U.S. pro- 
ducer. As with zinc, lead mine output has 
been static for some years, and little new 
Capacity is coming into operation this year. 
Concern over lead pollution in the workplace 
and elsewhere has led to proposed new strin- 
gent regulations in the United States. In all 
industrialized countries, indeed, standards for 
lead emissions are under review. Such uncer- 
tainty has held back the construction of new 
production facilities and, in some cases, could 
result in plant closures. For Canada, with large 
potential ore reserves, this situation could 
present good opportunities, providing clearly 
defined and consistent pollution control 
standards are developed by the various regu- 
latory authorities. 
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The Lake Dufault Mines Ltd. copper mine north of Noranda, Québec also yields zinc, silver and gold. 


Molybdenum: into world surplus 


Molybdenum — a relative newcomer in the 
metal world — is used chiefly as an additive 
in alloy and stainless steels. Growth in 
demand has been very rapid in recent years, 
averaging some 6 percent to 7 percent a year. 
Between 1973 and 1979, in fact, tight (and at 
times short) supplies and sharply rising prices 
were the rule. 

By last year, however, the market began to 
weaken as world industrial activity declined, 
and molybdenum supplies became more ade- 
quate following the settlement in late 1979 of 
a prolonged strike at a major Canadian pro- 
ducer. Dealer prices” have fallen sharply from 
their strike-inflated levels, and producer prices 
have been trending somewhat lower (though 
they are still double their 1977 average). There 
have been no announcements as yet of pro- 
duction cutbacks, although at least some pro- 
ducers are building up stocks. 

The attractive market situation prevailing 
until quite recent months has led to a rush of 
new molybdenum projects. In Canada (the 
second largest producer next to the United 
States), productive capacity could increase by 
almost 50 percent by 1983 when new proj- 
ects, mostly in British Columbia, are sched- 
uled to be fully in operation. At the same 
time, U.S. output is scheduled to move up 
sharply. In total, announced capacity in- 
creases over the next five years, if all come 
into operation as planned, are likely to exceed 
by a considerable margin the somewhat lower 


° Dealer prices for metals are apt to fluctuate more 
widely than the prices established by producers. 
For most metals, the amount marketed by dealers is 
generally small. 


consumption growth rate which is anticipated 
(on the order of 5 percent a year). 

Though outlets in the transportation and 
energy-related fields continue to be promising, 
high prices and shortages have encouraged a 
good deal of substitution and economy in use 
and, in general, markets for molybdenum are 
maturing. The dominance of one major U.S. 
producer may serve to cushion the pressures 
of indicated surplus capacity. But, as was the 
case for nickel several years ago, much will 
depend upon the course of action adopted by 
new producers intent on establishing a market 
share. 


Precious metals: dazzling price 
levels 


Despite continuing great volatility, prices of 
precious metals have risen in the last few 
years to unprecedented and largely unfore- 
seen heights. Current prices of around US 
$500 an ounce for gold and US $11 an ounce 
for silver compare with about $240 and $7 
only two years ago, although they are down 
sharply from the peaks reached in early 1980. 
Precious metals (as well as other metals at 
times) have been the target of both invest- 
ment and speculative demand. The huge price 
increases are symptomatic of today’s difficult 
world environment, marked as it is by grave 
political uncertainties, escalating energy 
costs, serious inflationary trends, and a wide- 
spread distrust of paper currencies. 

In Canada, until recently, interest in gold 
and silver mining exploration and develop- 
ment lagged considerably behind the big rise 
in prices. In large part, this hesitance was due 
to a lack of confidence that higher price levels 
would persist. But over the past year there has 
been an enormous outburst of activity, coin- 


cident with the ready financing provided by a 
strong market for mining stocks. 

About one-third of Canada’s gold produc- 
tion is derived as a byproduct of non-ferrous 
metal mining; revenues from this gold (and 
also silver) have provided an important con- 
tribution to earnings. For the pure precious- 
metal mines, the major turnaround in pro- 
fitability after so many dismal years is 
particularly welcome. 

Capital expenditures on gold exploration 
and mine development doubled in 1980 and 
are expected to show a similar increase this 
year. Including only projects costing $25 mil- 
lion or more, plans have been announced for 
four new operations to start between 1981 
and 1983. And there are a score or more of 
smaller mines now under construction or in 
the planning stage. To some extent this pro- 
jected new output will be offset by the ex- 
haustion of other orebodies and by the tend- 
ency of existing mines to mine lower-grade 
ore now economic at higher prices. Neverthe- 
less, the declining trend in Canadian gold 
output should be halted and production 
should actually increase, though slowly. 

The recent dips in gold prices to around 
US $500 an ounce or even a bit lower have 
calmed some of the excessive fervour in the 
gold mining scene in Canada. A number of the 
projects under study are really quite small and 
often low grade; their development will be 
sensitive to the outlook for a continuation of 
high gold prices. 


Opportunities for Canada 


A number of promising ore deposits are 
already well delineated and “on the shelf” in 
Canada, and further new discoveries are a 
reasonable expectation. Accordingly, the out- 
look for new mine development here is quite 
bright, if only because of the slow pace of 
mine development around the world over the 
past few years. Construction of new metal 
processing facilities is also likely; plans for a 
zinc refinery in New Brunswick are currently 
under consideration. 

The actual rate of new development could, 
of course, be affected by any new uncertain- 
ties about resource investment generally as a 
result of federal-provincial conflicts over 
energy resources and pricing. For some of the 
more remote potential mining areas, govern- 
ment cooperation in the establishment of 
infrastructure will be required. The labour 
situation has frequently been a problem as 
evidenced by the need both for skilled per- 
sonnel and for a lessening of the high turnover 
rate in many northern areas, as well as by the 
adversary atmosphere which too frequently 
has led to crippling strikes. And environ- 
mental concerns will have to be accommo- 
dated. 

There are challenges ahead but with a 
favourable energy potential relative to many 
other areas, plus proximity to the huge U.S. 
market and well-established ties with Japa- 
nese and Western European customers, Can- 
ada appears quite well positioned to take 
advantage of the new opportunities arising in 
the changing world mining scene. 
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Capital investment projects in Canada 
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Electric power, oil and gas, and 
mining 

Some analysts assert that over the next 
20 years well over $1 trillion worth of capital 
investment will be made in Canada. Resource 
industries will account for a considerable por- 
tion of that investment as pipelines are built, 
energy resources developed, mineral explora- 
tion and production increased and related 
infrastructure expenditures made. 

This list shows major capital spending 
projects now in progress or firmly committed 
in the electric power, oil and gas, and mining 
sectors. Only projects costing over $10 million 
are included. Other sectors will be covered in 
subsequent issues of the Foreign Investment 
Review. Information has been obtained from 
press reports. This report was prepared by the 
staff of the Foreign Investment Review 
Agency with the assistance of the Economics 
Department of the Bank of Nova Scotia. 


Company and Completion Cost 
project description date ($ million) Location 
British Columbia 
Electric power 
New power plants 
B.C. Hydro and Power Authority — hydro 1987 1,900 Peace River, Site C 
hydro 1985 1,700 Revelstoke 
transmission line 1983-84 800 mainland to Vancouver 
Island 
Oil and gas 
B.C. Hydro and Power Authority 
Gas transmission line 1984 125 Tilsbury to south of 
Nanaimo 
Chevron Canada Inc. 
Refinery expansion 1982 13 Burnaby 
Shell Canada Ltd. 
Refinery expansion 1983 52 Burnaby 
Mining 
B.C. Coal Ltd. 
Coal mine 1983 282 Sparwood 
Bethlehem Copper Corp. and 
Valley Copper Mines Ltd. 
Copper, molybdenum and silver mine 1984 750 Highland Valley area 
Cominco Ltd. 
Expansion and modernization of zinc refinery 1983 210 Trail 
New zinc leaching plant and lead smelter 1985 na. Trail 
Modernization of Sullivan lead-zinc mine 1982 20 Kimberley 
Denison Mines and Teck Corp. 
Coal mine n.a. 900 Tumbler Ridge 
Fording Coal Ltd. 
Expansion, coal mine 1982 115 Elkford 
Noranda Mines Ltd. 
Development of copper-zinc mine 1982 62 Goldstream Valley 
Expansion of molybdenum milling capacity 1982 13 north of Kamloops 
Quintette Coal Ltd. 
Coal mine 1985 700 Peace River area 
Shell Canada Resources Ltd. 
Coal mine 1982 200 Sparwood area 
Teck Corp. 
Coal mine 1983 220 Peace River area 
Westmin Resources Ltd. (formerly 
Western Mines Ltd.) 
Copper-lead-zinc mine 1982 19 Buttle Lake 
Alberta 
Electric power 
New power plants 
Alberta Power Ltd. and 
Transalta Utilities Corp. 
(formerly Calgary Power Ltd.) thermal 1985-86 750 near Hanna 
Edmonton Power thermal 1987-88 760 Genesee 
Transalta Utilities Corp. thermal 1984 1,200 Keephills 
thermal 1985-86 750 Keephills 
transmission 
system 1983 n.a. Keephills to Edmonton 
interconnection 
with B.C. Hydro 1983 n.a. Crowsnest Pass area 
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Oil and gas 
Alberta Energy Co. Ltd. 


Twin pipeline system 1982 65 Cold Lake to Edmonton 
Canada Development Corporation 
Pilot steam injection plant 1982 30 Kearl Lake 
Chieftain Development Co. Ltd. 
Gas processing plant 1982 20 Sinclair gas field 
Foothills Pipe Lines Ltd. 
Prebuild section of Alaska 
Highway Pipeline Mra: 600 James River Junction to 
Monchy (Sask.) 
Gulf Canada Ltd. 
Refinery expansion n.a. 200 Edmonton 
Gulf Canada Resources Inc. 
Gas processing plant 1982 250 near Edson 
Husky Oil Ltd. 
Expansion, heavy oil refinery 1982 80 Lloydminster 
Husky Oil Operations Ltd. 
Twin pipeline system 1982 55 Cold Lake to Lloydminster 
Imperial Oil Ltd. 
Expansion, oil refinery 1986 290 Edmonton 
Shell Canada Ltd. and Husky Oil Ltd. 
Synthetic heavy oil refinery 1984 520 near Fort Saskatchewan 
Suncor Inc. 
Expansion, heavy oil plant 1982 185 Fort McMurray 
Texaco Canada Resources Ltd. 
Expansion, gas processing plant 1982 40 Bonnie Glen area 
Mining 
Gregg River Resources Ltd. 
Coal mine 1983 180 Hinton area 
Union Oil Co. of Canada Ltd. 
Coal mine 1983 240 Hinton area 
Saskatchewan 
Electric power 
New power plants 
Saskatchewan Power Corporation thermal 1982 170 Coronach area 
hydro 1985-86 505 Nipawin 
Mining 
Cominco Ltd. 
Expansion, potash operations 1982 30 Saskatoon area 
Key Lake Mining Corp. 
Uranium mine-mill complex 1983 400 Key Lake 
Potash Co. of America 
Expansion, potash mine 1982 30 Saskatoon area 
Potash Corp. of Saskatchewan Ltd. 
Expansion, potash mine 1983 430 Lanigan 
Manitoba 
Electric power 
New power plants 
Manitoba Hydro 1989 na. Limestone, Nelson River 
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Mining 
Brinco Ltd. and New Forty-Four Mines Ltd. 
Reactivation of gold mine 1981 tS Bissett 
Hudson Bay Mining and Smelting Co. Ltd. 
Zinc mine 1982 16 Flin Flon area 
Zinc refinery improvements 1982 20 Flin Flon area 
Copper-zinc mines 1982 15 near Snow Lake 
Manitoba Potash Co. 
Potash mine and processing plant (planned) 1987 600 McAuley 
Ontario 


Electric power 
New power plants 


Great Lakes Power Co. Ltd. hydro 1982 110 Sault Ste. Marie 
Ontario Hydro thermal 1984-88 938 Atikokan 
nuclear 1988-90 6,700 Darlington 
nuclear 1983-87 4,550 Bruce 
nuclear 1983 3,100 Pickering 
Mining 


Amoco Canada Petroleum Co. Ltd., Dome 
Mines Ltd. and Campbell Red Lake Mines Ltd. 


Gold mine 1983 143 Detour Lake 

Denison Mines Ltd. 

Expansion, uranium mines 1985 250 Elliot Lake 
Dickenson Mines Ltd. 

Expansion, gold mine 1982 aS Red Lake area 
Dome Mines Ltd. 

Expansion and improvement of gold mine 1984 92 Timmins 
Domtar Inc. 

Expansion, rock salt mine 1983 37 Goderich 
Inco Ltd. 

Electro-cobalt plant 1982 21 Port Colborne 

Ventilation system, Creighton mine 1982 72 near Sudbury 
Mattabi Mines Ltd. 

Expansion, zinc-copper mine 1984 DY, Sturgeon Lake 
Pamour Porcupine Mines Ltd. 

Reactivate gold mine 1982 15 Timmins area 
Preston Mines Ltd. 

Reactivate uranium mine 1984 186 Elliot Lake 
Rio Algom Ltd. 

Uranium mine and mill complex 1983 188 Elliot Lake 
Texasgulf Inc. 

Expansion, zinc plant 1982 10 Timmins 
Québec 


Electric power 
New power plants 


Hydro-Québec hydro 1985 600 north of Baie Comeau 
nuclear 1982 1,000 Gentilly 
Société d’énergie de la Baie James hydro 1985 15,000 James Bay area 
Oil and gas 
Gaz Inter-Cité Québec Inc. 
Gas distribution system 1991 500 Trois-Rivieéres, Quebec 


City and other points 


Gaz Métropolitain 
Extension, gas distribution system n.a. 65 Montreal and east of 
Montreal 
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Golden Eagle Canada Ltd. 
Refinery improvements 1982 300 St-Romuald 


Trans Canada Pipelines Ltd. and 
Q &M Pipeline Ltd. 


Pipeline 1982 500 Montreal to Quebec City 

Mining 
Bachelor Lake Gold Mines Ltd. 

Gold mine 1981-82 10 Bachelor Lake 
Les Mines Seleine Inc. 

Salt mine» 1982 65 Iles de la Madeleine 
Noranda Mines Ltd. 

Improvements, copper smelter 1983 35 Noranda 

Improvements, zinc reduction plant 1983 45 Valleyfield 


QlT-Fer et Titane Inc. 
Productivity improvements and 


pollution control 1985 100 Sorel 
Teck Corp. Ltd. and Niobec Inc. 
Expansion, columbium mine 1981 10 St-Honoré 


Atlantic Region 


Electric power 
New power plants 
Lower Churchill Development 


Corp. hydro n.a. 3,200 Muskrat Falls, Nfld. 
New Brunswick Electric Power 
Commission nuclear 1982 1,200 Point Lepreau, N.B. 
Newfoundland and Labrador 
Hydro Commission hydro 1982 155 Upper Salmon River, Nfld. 
hydro-electric 
plant 1984 287 near Devil Cove, Nfld. 
Nova Scotia Power Corporation thermal 1984 161 Lingan, N:S. 
Mining 
Cape Breton Development Corp. 
Coal mine 1983 300-400 Cape Breton Island, N.S. 
Coal mine 1984 54 Point Aconi, N.S. 
Denison-potocan Potash Co. 
Potash mine 1983 190 Sussex, N.B. 
Mount Pleasant Joint Venture 
Tungsten-molybdenum mine 1982 80 near Fredericton, N.B. 
Potash Co. of America 
Potash mine 1983 150 Sussex, N.B. 


Yukon and Northwest Territories 


Electric power 
New power plant 
Northern Canada Power 


Commission hydro 1983 26 Whitehorse, Yukon 
Mining 
Cominco Ltd. 
Lead-zinc mine 1982 130-140 Little Cornwallis Island, 
N.W.T. 
Echo Bay Mines Ltd. 
Gold mine 1982 108 Contwoyto Lake area, 
N.W.T. 
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In an effort to attract new investment and industry, Canada’s provin- 
Provi ncial cial governments have developed a range of programs designed to pro- 
Incentives vide professional, technical and financial services to both foreign and 


Canadian firms. These incentive programs vary from province to prov- 
ince according to their economic vocation, industrial structure and prior- 
ities. In addition to providing technical assistance, such as the informa- 
tion and advisory services offered usually by their departments of indus- 
try and commerce, several provinces have created economic develop- 
ment corporations which offer financial assistance in the form of sub- 
sidies, loan guarantees and participation in share capital. Other pro- 
vincial corporations work with industry to take advantage of certain 
market opportunities. All these provincial incentives should be viewed 
together with the federal government’s programs and services. The latter 
were described in the last issue of the Review (volume 4, number 2). 


Newfoundland Department of Development 
“Energy” could become a key word in New- The Department has a market and product 
foundland’s future economic vocabulary. The development program for assisting New- 
province has already harnessed enormous foundland companies which plan to market 
reserves of hydro-electric power. In addition, goods or services outside the Province or 
several years of intensive offshore oil explora- within the Province in order to substitute for 
tion have produced some very promising goods and services being imported. Financial 
results. Currently, however, the cornerstones assistance is in the form of a non-repayable 
of the province’s economy are fishing, pulp grant up to 50 percent of the project’s total 
and paper and mining, particularly iron ore. cost to a maximum of $50,000. Contact: 
Uranium and gold have also been found. Department of Development, P.O. Box 4750, 
Newfoundland has a limited manufacturing St. John’s, Newfoundland, Canada A1C 577. 


sector in electronics and food and beverages. 

The province’s scenic beauty and unique folk- 

lore have made it the site for the development Department of Rural 
of a significant tourist industry. Development 


The Department offers rural development 


Newfoundland and Labrador authority loans to encourage the develop- 
ment of small resource-based industries. It 


Development Corporation Limited provides low interest loans of up to $25,000 
The Corporation assists small- and medium- for the purchase of land or buildings, the 
sized business enterprises in the primary and construction or renovation of buildings, the 
manufacturing sectors to carry out capital purchase of machinery and equipment, and 
projects not exceeding $2.5 million by lending for working capital for start-up or expansion. 
up to 80 percent of the total capital costs for The Department also offers development 
up to 15 years at the prevailing interest rate. grants as follows: 
The Corporation can provide up to 49 percent (1) 50 percent of the capital cost up to 
of equity requirements with holdings to be in $25,000 for the establishment, expan- 
the form of preference shares. sion or modernization of manufac- 
To encourage the secondary and final pro- turing or processing facilities. Maxi- 
cessing of fish and fish products, the Corpora- mum grant $12,500. 
tion provides loans, interest free for the first (2) 50 percent of the capital cost up to 
two years if principal repayment is within $60,000 for the establishment of indus- 
program guidelines, for the purchase of suit- tries utilizing primary resources. Maxi- 
able machinery and equipment approved by mum grant $30,000. 
the Corporation. Contact: Newfoundland (3) 50 percent of the capital cost up to 
and Labrador Development Corporation, $30,000 for the expansion or moderni- 
P.O. Box 1738, 44 Torbay Road, St. John’s, zation of industries utilizing primary 
Newfoundland, Canada A1C 5P5. resources. Maximum grant $15,000. 
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(4) 75 percent of the approved cost up to 
$10,000 for the research and develop- 
ment of new industry ideas. Maximum 
grant $7,500. 

Contact: Department of Rural Development, 
P.O. Box 4750, St. John’s, Newfoundland, 
Canada A1C 5177. 


Prince Edward Island 


Prince Edward Island is Canada’s smallest 
province. Traditionally, agriculture and fishing 
have been its economic cornerstones. The 
Island’s charming scenery has made tourism 
one of the province’s principal industries. In 
recent years, however, the province has en- 
joyed considerable industrial growth, notably 
in specialized manufacturing and food proc- 
essing. This has added greater balance to the 
province’s economy. Prince Edward Island has 
two significant industrial programs for the 
development of light industry. 


Industrial Assistance Program 


Administered by the Department of 
Tourism, Industry and Energy, the program 
provides financial assistance in the form of 
interest-free forgivable performance loans 
(FPL) to manufacturing and processing busi- 
nesses, as well as to selected service indus- 
tries, for modernizing or expanding operations 
or for creating new ones. Eligible manufac- 
turing and processing businesses may receive 
a maximum FPL of up to $30,000 for any one 
project. In addition, the program provides 
assistance for the purchase of new, used or 
reconditioned equipment and machinery. It 
also assists in the financing of construction or 
renovation of production facilities. Financing 
for the program is on a joint federal-provincial 
basis. Contact: Department of Tourism, Indus- 
try and Energy, P.O. Box 2000, Charlottetown, 
Prince Edward Island, Canada C1A 7N8. 


Three-Phase Power Transmission 
Program 


The Three-Phase Power Transmission Pro- 
gram is designed to provide adequate energy 
supplies to those manufacturing and process- 
ing plants that are restricted in capacity and 
production because the present power supply 
is insufficient. This program provides funds to 
convert single-phase power transmission to 
three-phase power, and/or to purchase and 
install equivalent power generating equip- 
ment. Contact: Department of Tourism, Indus- 
try and Energy, P.O. Box 2000, Charlottetown, 
Prince Edward Island, Canada C1A 7NB8. 


Nova Scotia 


A peninsula situated on the Atlantic coast, 
Nova Scotia has developed an international 
reputation for its oceanographic and aquacul- 
tural research. Fishing is naturally one of the 
province’s most important industries. Nova 
Scotia has a long mining history with its signi- 
ficant deposits of coal, lead and zinc. In addi- 
tion, the province has been the setting for con- 
siderable offshore oil and gas exploration. 
Manufacturing in Nova Scotia is based prin- 
cipally on resource processing, although com- 
panies such as Crossley-Karastan, Volvo and 
Michelin have an increasing input to the 
economy of the province. There is also a 
growing number of high-technology industries 
related to ocean industry, an area which is 
receiving keen attention from business and 
government as the province trains its atten- 
tion to profiting from the 200-mile economic 
zone. The province also has a vigorous tourist 
industry. Nova Scotia is and has always been 
an active trading province, as is shown by the 
tonnage which passes through the Port of 
Halifax, the capital city. Halifax is the closest 
ice-free mainland North American port to 
Europe. 


Industrial Estates Ltd. 


Industrial Estates Ltd. is a Crown corpora- 
tion for the development of industry in Nova 
Scotia. It provides long-term loans on 20-year 
first mortgages up to 100 percent of the cost 
of land and buildings of secondary manufac- 
turers and up to 60 percent financing of 
installed cost of machinery with 10 years to 
repay. Contact: Industrial Estates Ltd., 

P.O. Box 519, Halifax, Nova Scotia, Canada 
B3)J 2R7. 


Nova Scotia Department of 
Development 


The Nova Scotia Department of Develop- 
ment is responsible for the development of 
businesses and industry. It offers loans to 
tourist industries and processing plants in agri- 
culture, forestry and fisheries, through the 
Nova Scotia Resources Development Board. 
The department also has specific assistance 
programs in marketing, management develop- 
ment, product design and development and 
professional consulting. A rural industry pro- 
gram offers capital grants to businesses 
wishing to expand, establish or modernize out- 
side the Halifax-Dartmouth area. Other pro- 
grams are offered by the departments of agri- 
culture, lands and forests, tourism, labour, 
fisheries and education which may be rele- 
vant to businesses and industries. Contact: 
Nova Scotia Department of Development, 
P.O. Box 519, Halifax, Nova Scotia, Canada 
B3J 2R7. 


New Brunswick 


New Brunswick offers some very real geo- 
graphic advantages to investors; on one side 
of the province is its common border with the 
United States and on the other, its seaports 
provide easy access to both North American 
and European markets. As a result, New 
Brunswick is an important trade area on the 
Atlantic coast. Agriculture, forestry and 
mining are all important economic activities 
in the province. In recent years, manufac- 
turing has grown significantly, particularly 
pulp and paper, food processing and non- 
ferrous metals. 


Department of Commerce and 
Development 


The Department offers firms established in 
New Brunswick an extensive support program 
in the areas of management, marketing, pro- 
duction and distribution. The Department also 
seeks out and processes new industrial proj- 
ects, and evaluates applications for financial 
assistance submitted to the New Brunswick 
Industrial Development Board by entrepre- 
neurs wishing to establish businesses in New 
Brunswick. Contact: The Department of 
Commerce and Development, P.O. Box 6000, 
Fredericton, New Brunswick, Canada 
E3B 5H1. 


New Brunswick Industrial 
Development Board 


The Board offers financial assistance to 
firms in the form of direct loans, bonds or loan 
guarantees, or the acquisition of shares. The 
Board also administers a joint federal- 
provincial grant and loans program for small 
businesses. Contact: The Department of 
Commerce and Development, P.O. Box 6000, 
Fredericton, New Brunswick, Canada 
ESBibnir 


Provincial Holdings Ltd. 


This Crown corporation has holdings in the 
share capital of manufacturing companies 
located in New Brunswick. The agency can 
hold equity in manufacturing and processing 
industries that wish to become established in 
New Brunswick. Contact: The Department of 
Commerce and Development, P.O. Box 6000, 
Fredericton, New Brunswick, Canada 
E3B 5H1. 
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Quebec 


Quebec has a wealth of natural resources 
on which it can base further economic expan- 
sion. The province has a relatively strong 
industrial base, particularly in aeronautics, 
shipbuilding and public transport equipment. 
It has strong growth prospects in the machin- 
ery and electrical products industries. Que- 
bec’s tremendous reserves of hydro-electric 
power, available at a very competitive price, 
make the province an attractive location for 
the development of highly productive manu- 
facturing industries, particularly in the electro- 
metallurgical and electrochemical sectors. 
Also worth mentioning are Quebec’s relative 
strength and technological competence in 
transport equipment, communications instru- 
ments, electrical equipment and pharmaceu- 
ticals. 


Quebec Industrial Development 
Corporation (QIDC) 


The QIDC is the Government of Quebec’s 
principal tool for providing financial assist- 
ance to manufacturing firms established in 
Quebec. This assistance is offered in different 
forms according to the nature and needs of 
the recipient firm: loans at prevailing market 
interest rates; partial reimbursement of debt 
costs; partial reimbursement of loans when 
certain criteria are met; and participation in 
share capital. Contact: Quebec Industrial 
Development Corporation, 1126 Chemin 
Saint-Louis, Room 700, Sillery, Quebec, 
Canada G1S 1E5. 


Department of Industry, 
Commerce and Tourism 


The Department provides technical services 
to firms in marketing, financing, management, 
manpower and production, the negotiation of 
licensing agreements, market studies and sta- 
tistics. It has permanent delegations or 
economic counsellors in Atlanta, Boston, 
Brussels, Chicago, Dallas, Dusseldorf, London, 
Los Angeles, Milan, New York, Paris, Tokyo 
and Toronto. Contact: Quebec Department of 
Industry, Commerce and Tourism, Industrial 
Promotion Branch, 1 Place Ville-Marie, Suite 
2300, Montreal, Quebec, Canada H3B 3M6. 


Quebec enterprise development 
corporations (SODEQ) 


These are private corporations that invest in 
small- and medium-sized Quebec manufac- 
turing firms to which they offer management 
assistance. 


Contact: Department of Industry, Com- 
merce and Tourism, Enterprise Services 
Branch, 710 Place d’Youville, 8th Floor, 
Quebec, Quebec, Canada G1R 4Y4. 


SOQUEM, SOQUIM, SOQUIP, 
SOQUIA, REXFOR 


These Quebec government-owned compa- 
nies are involved in financial participation in 
joint ventures with Canadian or foreign pri- 
vate sector investors in the mining sector 
(SOQUEM), oil and gas (SOQUIP), agriculture 
and food industries (SOQUIA) and forestry 
(REXFOR). Contact: Quebec Ministry of Indus- 
try, Commerce and Tourism, Industrial Pro- 
motion Branch, 1 Place Ville-Marie, Suite 
2300, Montreal, Quebec, Canada H3B 3M6. 

Processing firms can also receive exemp- 
tions from the provincial sales tax on certain 
products, tax rebates on fuel purchases and 
on industrial machinery used for processing in 
Quebec. 


Ontario 


Ontario is one of Canada’s most important 
centres of economic activity. Of all the prov- 
inces, it has the largest number of manufac- 
turing firms and is the home of numerous 
head offices. Its capital, Toronto, is the finan- 
cial heart of this country and the service 
industry is highly concentrated there. Its most 
important industries are automobile manufac- 
turing, steel, tourism, mining and pulp and 
paper. The Government of Ontario offers 
various programs which provide financial 
incentives and advisory services to stimulate 
the economy and create jobs. 


Development Corporations 


Ontario has three development corpora- 
tions: the Ontario Development Corporation, 
the Eastern Ontario Development Corpora- 
tion and the Northern Ontario Development 
Corporation. 

They offer a comprehensive program of 
financial and advisory services to business 
and industry throughout Ontario. Secondary 
manufacturing industries, service industries 
closely allied to manufacturing, tourist opera- 
tions and tourist attractions are all eligible for 
development corporation assistance. 

The type of financial assistance provided 
will be tailored to the needs of the applicant 
and may be provided through any one or com- 
bination of the following methods: corpora- 
tion consultants may help the client in 
approaching private lenders or other sources 


of government funding; guarantees can be 
provided to encourage private lender partici- 
pation; direct loans from the development 
corporations involving a variety of terms and 
conditions of repayment can be adapted to 
meet the specific needs of the small business 
person; and special incentives can be offered 
if it can be shown that the project would not 
succeed unless an incentive were available. 
Contact: Ontario Development Corporation, 
1200 Bay Street, 6th floor, Queen’s Park, 
Toronto, Ontario, Canada M7A 2E7. 


Small Business Development 
Corporations Program 


Incentives in the form of a share credit pro- 
gram are provided to encourage equity invest- 
ment in Ontario-based small business ven- 
tures. The incentives are available only on 
new issues of SBDC shares. 

Subject to certain conditions, investors may 
establish their own small business develop- 
ment corporation through a straightforward 
registration procedure. In 1980-81, the mini- 
mum capital requirement for an SBDC is 
$100,000. Businesses involved in mining, oil 
and gas exploration, development and pro- 
duction do not qualify as eligible investments, 
but will be handled in separate incentive 
programs. 

For individuals, upon receipt of their share 
certificates from the SBDC, they may apply to 
the Ontario Ministry of Revenue for their 
share credit. A special statement concerning 
the share purchase will be provided by the 
SBDC to the Ministry of Revenue for this pur- 
pose. For corporations, the statement will be 
submitted to the Ministry of Revenue and, 
when approved, installment payments not 
fully applied in the year of investment may be 
carried forward indefinitely. Contact: Ministry 
of Revenue, Parliament Buildings, Queen’s 
Park, Toronto, Ontario, Canada M7A 2B3. 


Ministry of Industry and Tourism 


Ontario’s Ministry of Industry and Tourism 
offers industry services to manufacturing 
companies and service industries to expand in 
the province, to find new business opportu- 
nities, to seek out and apply new technol- 
ogies, to establish new production facilities 
and to market their products domestically and 
internationally. It also makes available an 
array of trade services to identify and develop 
export markets, to assist selected industries to 
increase export market penetration, to iden- 
tify and develop import replacement opportu- 
nities and to help target industries increase 
their share of the domestic market. Contact: 
Ontario Ministry of Industry and Tourism, 
Parliament Buildings, Queen’s Park, Toronto, 
Ontario, Canada M7A 2E1. 
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Manitoba 


Gateway to Canada’s West, Manitoba has 
an economy based primarily on agriculture 
and mining. In recent years, however, the 
province has seen its economic base expand 
and diversify as a result of a growing 
manufacturing industry which is less closely 
tied to natural resources. 


Department of Economic 
Development and Tourism 


For the next two years, the major thrust of 
the Department's programs for business will 
be the $44-million federal-provincial Industrial 
Development Agreement known as Enterprise 
Manitoba, whose purpose is to stimulate 
growth in the manufacturing sector by focus- 
ing on six specific industries: aerospace, elec- 
tronics, food and beverages, health care prod- 
ucts, light machinery and transportation. In 
addition to the direct funding assistance pro- 
vided to business by Enterprise Manitoba, the 
Department provides strong service support 
through its pool of experienced industrial 
consultants. 


The Department offers a variety of pro- 
grams to business. The Rural Small Enterprise 
Incentives Program provides interest-free for- 
givable loans to manufacturing, processing or 
related maintenance or repair businesses: for 
new firms, the loans are on the basis of 50 per- 
cent of eligible capital costs up to $30,000; for 
existing businesses, they are on the basis of 
30 percent of eligible capital costs up to 
$18,000. To be eligible, businesses must have 
yearly sales not exceeding $500,000 and be 
located outside Winnipeg and adjacent muni- 
cipalities. 

Advance factory space can be provided in 
one of the two Enterprise Development 
Centres located in Brandon and Winnipeg to 
businesses that are new or that are intro- 
ducing a new product or are embarked on a 
marked departure from previous operations. 
Self-contained modules of factory space, 
ranging in size from 1,350 m* to 3,600 m%, will 
be offered to businesses on a cost-shared 
basis. Also offered through the Enterprise 
Development Centres, specifically for small 
manufacturing firms, are technical and busi- 
ness consulting services for the purpose of 
improving products, sales and profitability, 
upgrading management skills, and starting or 
expanding businesses. Expertise will be avail- 
able generally through staff resources at the 
Centres, but provision has been made for cost- 
sharing of up to 50 percent of the cost of 
hiring private consultants when highly special- 
ized expertise is required. 

The Department also has a Human Re- 
sources Management program which offers 


educational programs and courses to Mani- 
toba businesses to assist them in upgrading 
their management skills, specifically as they 
relate to human resources. Contact: Depart- 
ment of Economic Development and Tour- 
ism, 155 Carlton Street, Winnipeg, Manitoba, 
Canada R3C 3H8. 


Market Development Group 


The Market Development Group provides 
marketing and export services designed to 
assist the increase of sales of Manitoba-made 
merchandise and services outside Manitoba. 
A cost-shared promotion assistance program 
for participation in trade fairs and missions is 
available. Contact: Market Development, 
Department of Economic Development and 
Tourism, 155 Carlton Street, Winnipeg, 
Manitoba, Canada R3C 3H8. 


Travel Manitoba 


Operators of packaged tours within or 
bringing visitors to Manitoba are assisted with 
grants for the initial development and mar- 
keting of new tour products. Grant assistance 
to a maximum of $15,000 or 50 percent of 
approved costs in the first year and $3,000 or 
25 percent of approved costs in the second 
year of anew product may be obtained. 

Consultative, research and advisory serv- 
ices to prospective investors in the tourism 
industry in Manitoba are also provided. 
Contact: Destination Manitoba, Department 
of Economic Development and Tourism, 

155 Carlton Street, Winnipeg, Manitoba, 
Canada R3C 3H8. 


Manitoba Design Institute 


The Institute provides design consulting 
and advisory-assistance to manufacturers for 
design research and product innovation. Cost 
shared funding for design projects — pack- 
aging design, brochure design, corporate iden- 
tity, and product design improvement. Con- 
tact: Manitoba Design Institute, 155 Carlton 


Street, Winnipeg, Manitoba, Canada R3C 3H8. 


Manitoba Research Council 


The Council provides technical assistance 
by industrially experienced scientists and engi- 
neers in the general area of product and pro- 
cesses development, raw material selection 
and testing, product testing, quality control, 
product costing and so on. Contact: Manitoba 
Research Council, 155 Carlton Street, Winni- 
peg, Manitoba, Canada R3C 3H8. 


Saskatchewan 


Saskatchewan is Canada’s most important 
agricultural province and given the impor- 
tance of this industry to the province’s econ- 
omy, it is not surprising that a number of 
important agricultural equipment manufac- 
turers have established themselves there. In 
addition, Saskatchewan has a growing re- 
source sector, particularly in potash, uranium 
and petroleum. The province is also the home 
of the Canadian West's largest steel industry 
and its production of pipe and steel products 
has been increasing steadily. Saskatchewan 
has a special interest in industries related to 
machinery and equipment, food processing, 
electronics, plastics, pharmaceuticals and 
industries supplying the resource sector. 


Department of Industry and 
Commerce 


The Department offers a variety of devel- 
opment programs to assist businesses in the 
province. These include: The Aid to Trade 
Program for manufacturers wishing to extend 
their market areas through promotion; the 
Product Development Program which pro- 
vides assistance for developing and testing of 
new products; and the Management Develop- 
ment Program which is aimed at helping firms 
improve performance through counselling, 
technical assistance, courses and seminars. 
For the most part, these programs provide 
assistance up to 50 percent of approved costs. 

The Small Industry Development Program 
provides forgivable loans to manufacturers 
planning to expand, modernize or establish 
new facilities in Saskatchewan. The amount 
of assistance depends upon the size of the 
project and its location. Abatement grants are 
available under the Small Business Interest 
Abatement Program to businesses borrowing 
to start new operations or expand and 
upgrade existing ones. Contact: Saskatchewan 
Department of Industry and Commerce, SPC 
Building, 7th Floor, 2025 Victoria Avenue, 
Regina, Saskatchewan, Canada S4P 3V7. 


Saskatchewan Economic 
Development Corporation 
(SEDCO) 


SEDCO’s primary objective is to foster 
economic growth within the province. This 
role is facilitated through diversified financial, 
industrial and property services to virtually all 
sectors of the provincial economy. SEDCO 
provides project financing to Saskatchewan 
businesses in the form of term financing, 
guarantees, equity participation and a variety 
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of special programs as the need arises. In 
addition, SEDCO organizes industrial sites for 
lease or sale and provides property-related 
services to businesses in the province. SEDCO 
is also the developer and manager of INNO- 
VATION PLACE, a major research park 
situated adjacent to the University of Saskat- 
chewan at Saskatoon. Contact: Saskatchewan 
Economic Development Corporation, 

1106 Winnipeg Street, P.O. Box 5024, 

Regina, Saskatchewan, Canada $4P 3M3. 


Alberta 


With its abundant petroleum, natural gas 
and coal resources, Alberta is Canada’s most 
important energy-producing province. In addi- 
tion to intense exploration and development 
activities in Alberta’s conventional and nan- 
conventional energy resources, the manufac- 
turing and service sectors have grown exten- 
sively. Alberta is also an important agricul- 
tural producer, particularly in grains and live- 
stock. The volume of government revenues 
from petroleum production royalties and ex- 
ploration and development permits has made 
it possible for Alberta to have the lowest 
personal and corporate income tax rates in 
Canada. 


Department of Economic 
Development 


The Department offers a variety of services 
relevant to industry. Its Strategic Planning 
Services are responsible for coordinating 
economic activity related to a number of 
government departments. Its Industry Devel- 
opment Branch has as its goal to improve the 
performance of Alberta’s manufacturing and 
processing industries by means of sector 
development programs, business expansion 
assistance and new-business establishment 
programs. The Department offers marketing 
services, seeking to match product and manu- 
facturing capacities with domestic and 
foreign market opportunities as well as assist- 
ing business on marketing problems. The 
Department also offers trade-development 
services by assisting the industrial and con- 
sulting sectors to expand export sales through 
trade shows, exhibits, missions, joint ventures 
and licensing opportunities. Contact: Depart- 
ment of Economic Development, Govern- 
ment of Alberta, Industry Development 
Branch, 9th Floor, Pacific Plaza, 10909 Jasper 
Avenue, Edmonton, Alberta, Canada T5J OM8. 


Alberta Opportunity Company 


The company provides funds for growth, 
expansion and diversification of industry 
when other forms of conventional financing 
are not readily available. This includes direct 
loans at market rates for up to 15 years and 
loan guarantees. Emphasis is placed on small 
business in smaller communities. Contact: 
Alberta Opportunity Company, P.O. Box 1860, 
Ponoka, Alberta, Canada TOC 2HO. 


Department of Tourism and Small 
Business 


The Department aims to develop Alberta as 
a year-round destination for tourists by offer- 
ing marketing and development services to 
the tourist industry. Small business is assisted 
by means of counselling activities, manage- 
ment consulting, small business guides, com- 
munity economic development, and an indus- 
trial land and business site location program. 
Contact: Department of Tourism and Small 
Business, Government of Alberta, 16th Floor, 
Capitol Square, 10065 Jasper Avenue, Edmon- 
ton, Alberta, Canada T5J OH4. 


British Columbia 


Canada’s Pacific province, British Columbia 
has an extensive export-oriented resource- 
based economy in which forestry, mining, 
fishing and agriculture predominate. British 
Columbia’s geographical position has made it 
a natural site for the development of impor- 
tant export industries with direct access to 
Pacific Rim and other world markets. In fact, 
the province’s largest city, Vancouver, is 
Canada’s gateway for trade with Japan, China 
and other Asian countries, the Western United 
States, Latin America and Europe. British 
Columbia’s principal manufacturing firms are 
closely tied to the province’s natural re- 
sources, essentially forest products, pulp and 
paper, mineral commodities and hydrocar- 
bons. Several of the province’s industries have 
recently experienced substantial growth with 
pulp and paper, lumber and plywood pro- 
duction and fish products heading the list. 


Ministry of Industry and Small 
Business Development 


The Ministry offers a variety of programs 
designed to stimulate industrial and export 
development, especially in secondary manu- 
facturing. Its export services include programs 
related to trade missions, market develop- 
ment, incoming buyers and trade shows. The 
Ministry’s technical services assist companies 
to expand their facilities, diversify their prod- 
uct lines or establish new businesses by means 


of financial support for hiring outside profes- 
sionals to help develop corporate plans and 
operations. 

The Ministry also coordinates and manages 
a number of federal-provincial programs 
designed to encourage the economic and 
industrial development of the province. One 
such program is a $70-million agreement to 
provide assistance for research, regional econ- 
omic development commissions, small busi- 
ness and community industrial development 
(industrial parks, sites, malls and advance fac- 
tory space). A $60-million agriculture and rural 
development program provides assistance for 
research, planning, training, market promo- 
tion, coordinated resource management, 
primary resource development, support serv- 
ices and community development. A third 
program, the result of a $50-million agree- 
ment, provides assistance to the province’s 
tourist industry. All these programs have geo- 
graphical target areas which generally 
exclude the areas in and around Vancouver 
and Victoria. Because of geographical exclu- 
sions, the Ministry has implemented, on a 
year-by-year basis, a low-interest loan program 
for small businesses in the Vancouver and 
Victoria areas. Contact: Director, Business 
Development, Ministry of Industry and Small 
Business Development, Robson Square, 
800 Hornby Street, Vancouver, British Colum- 
bia, Canada V6Z 2C5; or, Assistant Deputy 
Minister, Program Implementation and 
Coordination Division, Ministry of Industry 
and Small Business Development, Parliament 
Buildings, Victoria, British Columbia, Canada 
V8V 1X4. 


British Columbia Development 
Corporation (BCDC) 


The BCDC provides financing in the form of 
term loans, loan guarantees, performance 
bonds, indemnities to chartered banks and 
leasing of buildings. While there is no limit on 
the amount of funds the Corporation may pro- 
vide, in large-scale projects it prefers to pro- 
vide assistance in conjunction with other 
financial institutions. As well as its own cor- 
porate lending activity, the BCDC administers 
the province’s Low Interest Loan Assistance 
Program by virtue of which loans can be 
made to manufacturing or processing busi- 
nesses that wish to modernize, expand or 
establish in the less developed areas of the 
province. Finally, the BCDC provides serviced 
land on a sale or lease basis to secondary 
manufacturing and related service industries. 
Land is available through the Land Develop- 
ment Division. The BCDC acts as project man- 
ager of large capital projects in British 
Columbia. Contact: British Columbia Devel- 
opment Corporation, 272 Granville Square, 
200 Granville Street, Vancouver, British 
Columbia, Canada V6C 1S4. 
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Statistical tables 
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REVIEWABLE ACQUISITION 
CASES* 


Table 1 — Outcome or status : First Six Months 


1977 1978 1979 1980 1980 1981 


Reviewable new cases 261 360 380 Bsn 179 173 
Carryover from previous period 65 73 106 114 114 123 
Total of above 326 433 486 451° 293 296 
Total resolved 253 327 B72 328° 183° ails: 
Allowed 231 282 320 249 151 91 
Disallowed 12 28 24 37 19 13 
Withdrawn 10 is 28 42° 133 9 
Carried over to next period 73 106 114 123) 110 183 
Allowed cases as percent of resolved (%) 91 86 86 76 83 81 
Value of assets, all cases ($000,000) 1,145 4 489° 4049 3,988" 1,134 1,648 
Table 2 — Country of control First Six Months 


S7Z 1978 1979 1980 1980 1981 


Total 261 360 380 3375 179 AWS 
United States 171 243 248 197° 101 le 
United Kingdom 40 47 52 53 30 23 
Other Europe 41 Sy 68 65 34 28 
Austria - - 1 - ~ - 
Belgium 2 1 2 1 - - 
Denmark 2 1 1 1 1 1 
Finland - - 2 3 1 - 
France 6 5 9 2 4 4 
Germany, West iit 7; 22 20° 9 10 
Greece - - 1 - - - 
Italy 1 2 ws 2 - 
Liechtenstein 1 1 Z 1 - 
Luxembourg - 1 - - - - 
Netherlands 8 6 7, 5) 
Norway = it = 1 ~ - 
Spain - - 1 - - - 
Sweden pp 7 13 6 4 6 
Switzerland if 9 7 10 Ws 4 
All other 9 18 12 22 14 7 
Australia 1 - 3 4 3 1 
Bermuda - - 1 1 1 al 
Japan 3 7 2 2 2 2 
Others 5 11 6 q|5 8 3 
Allowed cases as percent of resolved % % % % % % 
United States 91 87 85 74° 8o' 76 
United Kingdom 95 78 87 79 86 Th 
Other Europe 90 89 88 78 89 96 
All other 80 80 93 76 92 83 
Table 3 — Industrial sector First Six Months 


1977 1978 1979: 1980 1980 1981 


Total 261 360 380 337° 179 igs 
Primary 20 30 29 17 Y) 9 
Agriculture, fishing and trapping 4 5 4 1 - 1 
Forestry i] 1 - Z 1 = 
Mines, quarries, oil wells 15 24 25 14 8 8 
Manufacturing 108 162 178 141° 72 71 
Food, beverage and tobacco 15 15 14 14 6 4 
Rubber, plastic and leather 6 12 5 6 3 6 
Textiles, knitting and clothing 5 4 14 7 3 z 
Wood, furniture and paper {\2 14 10 8 3 7 
Printing, publishing, and allied 2 4 5 4 22 4 
Primary metal and metal fabrication 12 20 34 24 1 9 
Machinery and transport equipment 14 28 43 23! 15 13 
Electrical products 12 16 20 avA 2 6 
Non-metallic mineral products 5 8 4 6 2 4 
Petroleum and coal products 1 1 1 - - 1 
Chemical 10 22 MZ 12 6 10 
Miscellaneous 14 18 11 20 2 5 
Construction and services 1383 168 173 179 98 93 
Construction 3 1 6 6 2 7 
Transportation, communication, utilities 10 10 9 9 3) 4 
Trade 72 101 93 93 58° 38 
Finance, insurance, real estate 15 WS) 12 27 9 ss) 
Community, business, personal services 33 37 53 44 26 3h 


* Provision for review of acquisitions came into force April 9, 1974. 
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REVIEWABLE NEW BUSINESS 


CASES* 


Table 4 — Outcome or status 


First Six Months 


1977 1978 1979 1980 1980 1981 
Reviewable new cases 328 S331 B70) 398° 199 213 
Carryover from previous period 58 52 64 70 70 129 
Total of above 386 383 443 468° 269 342 
Total resolved 334 319 373 339 182 145 
Allowed 297 273 323 287 160 106 
Disallowed 12 21 22 27 14 AVE 
Withdrawn 25 25 28 25 8 22 
Carried over to next period 52 64 70 129° 87 197 
Allowed cases as percent of resolved (%) 89 86 87 85 88 73 
Planned investment, all cases ($000,000) 803 323 202 1,005 339 471 
Table 5 — Country of control First Six Months 
1977 1978 1979 1980 1980 1981 
Total 328 331 379 398" 199 213 
United States 184 192 205 223° 114 120 
United Kingdom 30 26 45 37 alias DE 
Other Europe 85 80 82 111 58° 37 
Austria - 3 - 3 1 - 
Belgium - 1 5 1 - 1 
Denmark 6 4 2 7 4 2 
Finland 1 1 i 1 1 4 
France 17 16 15 23 6 6 
Germany, West 26 18 19 25 12 11 
Gibraltar - = = 1 1 = 
Greece 1 1 - 1 | - 
Ireland - 1 1 - - 1 
Italy 10 10 6 14 10 3 
Liechtenstein - - - 1 1 - 
Luxembourg - 1 - 1 - - 
Monaco 1 - - - - - 
Netherlands 3 1 4 12 6 4 
Norway 3 3 1 3 2 - 
Portugal - 1 - - - - 
Spain - 2 1 2 2 - 
Sweden 9 5 6 9 7 2 
Switzerland 8 12 15 7. 4 3 
All other 29 33 47 27 2h 33 
Australia 3 3 2 3 2 - 
Hong Kong 3 3 4 6 3 16 
India 1 1 1 - - - 
Japan 10 6 AWA 3 1 7 
Others WZ 20° 23 ithe! 6! 10 
Allowed cases as percent of resolved % % % % % % 
United States 88 86 86 84 92 73 
United Kingdom 82 85 92 83 88 Tih, 
Other Europe 95 87 88 89 90 71 
All other 81 ifs) 83 75 61 76) 
Table 6 — Industrial sector First Six Months 
ASTZ, 1978 1979 1980 1980 1981 
Total 328 331 379 398° 199 213 
Primary BY 27 16 42 Me) 14 
Agriculture, fishing and trapping 6 2 - 7 4 2 
Forestry 2 2 il je 4 - 
Mines, quarries, oil wells 14 23 15 33 17 12 
Manufacturing 94 99 100 126 60 61 
Food, beverage and tobacco 7; 6 11 11 5 4 
Rubber, plastic and leather 5 5 9 11 6 3 
Textiles, knitting and clothing 9 5 8 6 3 Uf 
Wood, furniture and paper 5 6 9 14 BF 5 
Printing, publishing, and allied - 4 5 4 at 3 
Primary metal and metal fabrication 19 12 13 24 15 10 
Machinery and transport equipment 19 19 20 18° 5 13 
Electrical products 5 7 8 13 10 2 
Non-metallic mineral products 5 6 1 5 2 3 
Petroleum and coal products - - - 1 - 1 
Chemical 3 6 if so) 5h 4 
Miscellaneous 17 23 i) 10 3 6 
Construction and services 212 205 263 230° 117 138 
Construction 4 14 12 12 6 10 
Transportation, communication, utilities 5 11 11 7 5 4 
Trade 133 103 156 129 63 72 
Finance, insurance, real estate 16 11 14 /: 3} i 
Community, business, personal services 54 66 70 To 40 45 


* Provisions for review of new businesses came into force October 15, 1975. 
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The Canadarm, Canada’s contribution ISSN, 0702: 6005 


to the NASA space shuttle program, was 
built by SPAR Aerospace Ltd. of Toronto, 
under a cooperative agreement between 
NASA and the National Research Council 
of Canada. The Canadarm will be used in 
space to deploy and retrieve satellites. 
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Government economic 
departments reorganized 


In January 1982, Prime Minister Pierre 
Elliott Trudeau announced plans to reor- 
ganize the departments of the Canadian 
government responsible for economic 
matters. ‘This reorganization is a neces- 
sary response to changing regional and 
industrial circumstances and a more com- 
petitive and complex trading world,” 

Mr. Trudeau said. 

The reorganization project consists of 
the creation of a Ministry of State for 
Economic and Regional Development, 
which will develop a major project man- 
agement capability; the creation of a 
Department of Regional Industrial Expan- 
sion to oversee the national and regional 
coordination of government industrial 
development policies and programs; and 
the restructuring of the Department of 
External Affairs to give a new priority to 
the expansion of international trade and 
economic Issues. 

The Ministry of State for Economic 
Development will take on added policy, 
analysis and coordination responsibilities 
when it becomes the Ministry of State for 
Economic and Regional Development 
(MSERD). The new department will assist 
Cabinet with analysis and information on 
regional economic development issues. 
With a system of regional offices, MSERD 
will be able to help ensure that govern- 
ment policies are sensitive to regional 
issues and to help regional officials of 
other Canadian government departments 
to understand the objectives and deci- 
sions of Cabinet. The new department 
will also expand its capacity to analyse 
global trade strategy, in particular the 
trade dimensions of regional and sectorial 
economic development policies. 

Parts of the former departments of 
Industry, Trade and Commerce and Re- 
gional Economic Expansion will fuse as 
the Department of Regional Industrial 
Expansion (DRIE). In addition to the 
various industrial incentives programs of 
the two predecessor departments, the 
DRIE minister will have responsibility for 
the Foreign Investment Review Agency, 
the Federal Business Development Bank, 
Canadian Patent Development Limited, 
National Design Council, Enterprise 
Development Board, Canadian Industrial 
Renewal Board, Textile and Clothing 
Board, Cape Breton Development Corpo- 
ration, Atlantic Development Council, the 
Office of Industrial and Regional Benefits 
and the Industrial Opportunities Program 
Board. The minister will also head the 


new Office of Industrial Adjustment, 
which was announced as part of the reor- 
ganization project. A Minister of State, 
Small Business and Tourism will assist the 
Minister of Regional Industrial Expansion. 

At the Department of External Affairs, 
the present Secretary of State for External 
Affairs will be joined by a Minister for 
External Relations and a Minister for 
International Trade. This restructuring will 
allow the department ‘‘to aggressively 
pursue international export markets and 
give greater priority to economic matters 
in the development of foreign policy,” 
Prime Minister Trudeau said in announc- 
ing the changes. 

The new Minister for International 
Trade will be responsible for the trade 
part of the former Department of Indus- 
try, Trade and Commerce, including the 
Trade Commissioner Service, the Export 
Development Corporation and the Cana- 
dian Commercial Corporation. 

The Minister of State for External Rela- 
tions will support the Secretary of State 
for External Affairs in the areas of inter- 
national social, cultural and humanitarian 
affairs, relations with francophone Africa, 
the Agence de coopération culturelle et 
technique and other assignments. 

In making the announcement, Prime 
Minister Trudeau said that the reorganiza- 
tion will facilitate economic development 
in all regions of Canada and will assist in 
“marketing the product of these develop- 
ments in a tough and competitive world 
trade environment.” 


Industrial and regional benefits 
initiatives 

In August 1981, the Government of 
Canada announced measures to increase 
its ability to identify and stimulate indus- 
trial benefits associated with, in particu- 
lar, the development of Canada’s natural 
resources. These measures included the 
creation of an Office of Industrial and 
Regional Benefits, enunciation of the 
government's industrial benefits objec- 
tives and guidelines for owner/sponsors of 
major projects, and formation of a Com- 
mittee on Industrial and Regional 
Benefits. 

The Office of Industrial and Regional 
Benefits seeks to ensure that major proj- 
ects (usually those involving $100 million 
Or more in capital investment) make 
maximum use of Canadian planning skills, 
project development ability, machinery 
and materiel supply capability, and capa- 
city for further processing of resources. 
The mandate of the office was strength- 


ened in the reorganization of economic 
departments in January 1982. Part of the 
Department of Regional Industrial Expan- 
sion (formerly Industry, Trade and Com- 
merce), the office uses the results of 
government-industry information ex- 
changes to ensure that Canada realizes 
the greatest possible industrial and 
regional benefits. 

In making the announcement on behalf 
of the government, The Honourable Herb 
Gray, Minister of Regional Industrial 
Expansion said, ‘The development of 
major projects can play a critical role in 
fostering regional economic diversifica- 
tion, enhanced economic growth, and 
industrial restructuring in Canada during 
this decade and beyond. But for this to 
happen Canadian companies must have 
timely access to full information on proj- 
ect requirements and early participation 
in the bidding process.” 

The government’s industrial objectives 
are designed to meet three needs: to 
immediately improve the access for Cana- 
dian companies to opportunities gener- 
ated by projects within the Canadian mar- 
ket; to ensure that the Canadian indus- 
trial structure is developed to extract 
maximum benefits from projects and help 
establish expertise in areas that will per- 
mit Canadian firms to compete anywhere 
in the world; and to strengthen the capa- 
bility of the Canadian engineering and 
construction industry. 

The Industrial and Regional Benefits 
Guidelines for owner/sponsors of major 
projects set out the information they 
should provide and the steps they should 
take to meet the government’s expecta- 
tions. The guidelines are aimed at ensur- 
ing that major projects will provide equal 
opportunity for Canadian participation, 
which will in turn result in optimum bene- 
fit to Canada in terms of national and 
regional industrial development. 

Mr. Gray said, ‘In drawing up and 
applying these measures, the federal 
government fully recognizes our interna- 
tional trading obligations. These initia- 
tives will apply equally to all firms oper- 
ating in Canada.” 

The interdepartmental Committee on 
Industrial and Regional Benefits, with the 
secretariat support of the Office of Indus- 
trial and Regional Benefits, will play an 
important role in the administration of 
the industrial benefits provisions of Bill 
C-48 “The Canada Oil and Gas Act’. The 
Committee continues the work of the 
Advisory Committee on Industrial Bene- 
fits, which it replaced, but with a 
strengthened capability. 
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More new foreign banks 


Since the new Bank Act took effect in 
December 1980, a total of 47 foreign 
bank subsidiaries have been authorized in 
Canada, an increase of 36 since the last 
issue of the REVIEW was published. 
According to the Department of Finance, 
a further group of foreign banks is ex- 
pected to be established in the first half 
of 1982, bringing the total to 60. About 
half of these are expected to be conver- 
sions of non-bank financial corporations 
already operating in Canada, and the 
other half new incorporations. 


Changes relating to the National 
Energy Program 


Following a series of consultations by 
senior officials with a representative 
group of business people and profes- 
sionals, a number of modifications have 
been made to the means of measuring 
Canadian ownership rates and control sta- 
tus for purposes of the National Energy 
Program. 

These changes are aimed primarily at 
reducing the administrative tasks associ- 
ated with the program, thereby facili- 
tating compliance with it. Some rules will 
apply in the first year only, while others 
will apply on a continuing basis. 

For example, the definition of ‘small 
applicant”, a continuing rule, has been 
amended to permit relatively small busi- 
nesses in the oil and gas sector to apply 
for a Canadian ownership rate certificate 
with a minimum of paperwork. This 
easing would be effected through raising 
the size thresholds for firms that would 
be entitled to qualify as small applicants. 
Second, the rules respecting the treat- 
ment of securities that may be converted 
into corporate shares, such as convertible 
shares and debentures, as well as war- 
rants, rights and options, would be ad- 
justed so that fewer applicants would be 
required to trace the ownership of such 
securities in measuring their Canadian 
ownership rate than had been previously 
planned. 

For further information, contact the 
Petroleum Monitoring Agency, P.O. 

Box 4514, Postal Station “E’, Ottawa, 
Ontario K1S 5B5. 


Real capital spending up in 1982 


Real capital spending in Canada may 
increase by about 9 percent in 1982 over 
the 1981 level, according to the October 


1981 Department of Industry, Trade and 
Commerce (now Department of Regional 
Industrial Expansion) Survey of Business 
Capital Investment Intentions of Large 
Firms. The approximately 300 large firms 
responding to the survey indicated 
planned new plant and equipment expen- 
ditures of about $35 billion in constant 
1981 dollars, an increase of about $3 bil- 
lion over 1981. 

The survey also showed that: 

¢ Capital spending by manufacturing 

firms is expected to drop slightly in 

19822 

¢ Non-manufacturing sector capital 

spending is expected to increase by 

about 13 percent over 1981. 

e The Atlantic region, the Prairies and 

British Columbia are areas of strength, 


with expected percentage increases 
above the national average. 


¢ In 1982, sales are expected to in- 
crease by about 14 percent in current 
dollar terms, or about 2 percent in real 
terms. 


After adjustment, the survey results 
suggest that for 1982 actual or realized 
business spending on new plant and 
equipment (excluding housing) for all 
businesses in Canada may be up 2 to 
3 percent in real terms over 1981. (Adjust- 
ment is required because the survey does 
not cover smaller firms, investments in 
housing or agriculture, direct government 
outlays, etc.) This compares with esti- 
mated increases for previous years of 5 to 
7 percent for 1981, 8.6 percent for 1980, 
and 12.1 percent for 1979. 


Capital expenditures of selected large companies* 
for 1981 and plans for 1982 — Canada 
(Constant 1981 $ Millions) 


1981 1982 
Reported in Reported in 
Oct. 1981 Oct. 1981 


Industry 

Food & Beverages 

Forest Products 

Primary Metals 
Chemicals 

Transportation Equipment 
Other Manufacturing 


401.1 
2,059.5 
1,668.7 
1,155.0 
1,362.2 
1,557.7 


384.3 
1,950.2 
1,637.6 
1,525.0 

802.5 

1,593.5 


Total Manufacturing 


8,000.2 7 O9301 


Mining Companies 

Oil & Gas Companies 

Oil & Gas Pipelines 

Transportation & Storage 
Communications 

Electric Utilities 

Trade, Finance and Other Commercial 


2,143.2 
7270.7 
1915.6 
19764 
2,623;6 
6,879.2 
1,180.8 


2,443.9 
9,078.7 
2,131.8 
1922 
29300 
72107 
1,475.0 


Total Non-Manufacturing 


24,189.4 27,277.3 


TOTAL 


32,189.6 35,170.4 


*Only the 279 firms that reported for the April and October 1981 surveys are 


included. 


Source: Department of Industry, Trade and Commerce 
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Canada’s 
advanced- 
technology 
industry 


by Marie Plante 


Marie Plante is editor of L’investisseur étranger. 


When analysing the advanced-technology industry, one imme- 
diately tends to look at the most obvious technologies within the 
industry, such as computer applications, microelectronics, fibre 
optics, lasers, biotechnology and so on. With such an approach, 
however, one can get lost in a maze of specialized activities and 
lose sight of the heart of the matter: research and development 


(R&D). 


Although no one precise definition of 
the advanced-technology industry has 
been agreed upon, organizations such as 
Statistics Canada have developed a num- 
ber of data bases that could lead to a 
definition. In its studies the Ministry of 
State for Science and Technology 
(MOSST), which relies on Statistics 
Canada data, has used certain indicators, 
such as the ratio of R&D spending to 
sales, to establish which industrial groups 
belong to the advanced-technology cate- 
gory. MOSST has found that regardless of 
the indicator used, the industrial profiles 
obtained are consistent. 

The National Research Council (NRC), 
the Canadian government research organi- 
zation, uses a definition based on the 
ratio of engineers and scientists to all em- 
ployees, a good indicator of a company’s 
potential to create, adapt or modify new 
advanced technology. The NRC’s specific 
threshold is three to four engineers or 
scientists per 100 employees. This defi- 
nition excludes companies that may be 
included in an advanced-technology in- 
dustrial category but do not depend for 
success on their in-house technological 
capability. Thus, using the NRC’s defini- 
tion, Canada’s advanced-technology in- 
dustry comprises approximately 1,000 
companies that are responsible for 80 to 
90 percent of all industrial research and 
development in Canada. Within this group 
are 200 companies with at least 10 scien- 
tists or engineers for every 100 employ- 
ees, that concentrate their activities in 
the aerospace, computer-electronics, phar- 
maceutical and petrochemical products 
fields. The advanced-technology industry 
as a whole, however, includes significant 
parts of industries such as pulp and 
paper, chemical products, primary metals, 
transportation, scientific instruments, 
food processing and industrial services. 
So defined, Canada’s advanced-technol- 
ogy industry accounts for 10 percent of 
the gross national product. 

In terms of the balance of trade, Statis- 
tics Canada data indicate that in 1979 
Canada registered a $7-billion trade defi- 


cit in advanced-technology products 
(inorganic chemical products, machinery, 
aircraft and parts, electrical products, 
scientific instruments and office ma- 
chines). However, Canada’s exports of 
these products have increased steadily, 
from $1.6 billion in 1970 to $6.7 billion 
1979, a reflection of the growing dyna- 
mism of the industry. 

In fact, Canada has become a world 
leader in several advanced-technology 
fields. In particular, it has a reputation 
for excellence in telecommunications and 
satellite systems, as shown by Canadian 
accomplishments in fibre optics and tele- 
phones, development and application of 
high-frequency satellite systems, and the 
manipulator arm carried by NASA’s space 
shuttle Columbia. Numerous companies 
specialize in the office equipment field, 


n 


producing a variety of data and text proc- 


essing systems. In addition, Telidon, an 
interactive television system developed in 
Canada, uses the world’s most advanced 
videotext technology. In aerospace, 
Canada has carved an important place in 
international markets for her short 
takeoff and landing (STOL) aircraft, pri- 
vate business jets, small turbine engines 
and a wide variety of electronic systems. 
Canadian technological strength in 
mining, geophysics, commercial explo- 
sives and underground excavation equip- 
ment may be less well-known, but is also 
considerable. 


Structure of the industry 


In contrast to most industries, the 


advanced-technology industry is active in - 
all economic sectors. As mentioned ear- 


lier, the element common to advanced- 
technology companies, be they in re- 
sources, manufacturing or services, is 
research and development. 

The largest private industrial research 
and development company in Canada is 
Bell-Northern Research (BNR). Owned by 
Northern Telecom and Bell Canada, BNR 
earmarked $165 million in 1981 for the 
development of new telecommunications 
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and computer products. It has more than 
2800 employees, of whom about 1700 are 
scientists, engineers, industrial designers, 
technicians and other professionals, and 
it supports the manufacturing and service 
functions of Northern Telecom and Bell 
Canada through its design and technology 
research. 

With combined total revenues of $6 
billion in 1980, the Bell Canada group is 
one of Canada’s largest enterprises, and a 
prime example of a fully integrated 
advanced-technology enterprise. Bell- 
Northern Research carries out research in 
the areas of activity of its owners. North- 
ern Telecom manufactures and markets a 
wide range of telecommunications equip- 
ment, digital transmission and switching 
systems and information processing 
systems and equipment destined for the 
“office of the future”. Bell Canada is, in 
turn, Northern Telecom’s principal cus- 
tomer. In addition to maintaining tele- 
communications services and installations 
in six provinces and in the Northwest 
Territories, Bell Canada offers consulting 
services to numerous foreign telecommu- 
nications organizations. But the Bell 
Canada group is different from most 
Canadian advanced-technology com- 
panies due to its size. 

In fact, most advanced-technology 
companies are small- or medium-sized. 
The Canadian Advanced Technology 
Association (CATA), whose membership 
includes more than 110 Canadian- 
controlled advanced-technology com- 
panies, has drawn a profile of the typical 
member. In the first year, the company 
realizes sales of $200,000; it grows at a 
rate of 100 percent a year for the first 
four years, and 50 percent a year there- 
after. By the tenth year, annual sales sur- 
pass $18 million. Thus, after 10 years, 
sales bring in a cumulative total of more 
than $52 million, operating capital re- 
quired amounts to $7.3 million, and R&D 
expenditures rise to $2.6 million. 

Some of Canada’s advanced-technology 
companies are found in or near Ottawa, 
the nation’s capital, partly because histo- 
rically the Canadian government has been 
a major client for technological busi- 
nesses. In addition, a significant research 
and development infrastructure has exist- 
ed for a long time in the national capital, 
including the National Research Council 
and Bell-Northern Research, respectively 
the leading public and private research 
organizations in Canada. Both have been 
important spawning grounds for enter- 
prising scientists and engineers who have 
founded several advanced-technology 
firms in the Ottawa area. 

One of the best known examples of 
rapid growth in Canada, Mitel Corpora- 
tion of Kanata (near Ottawa), was found- 
ed in 1973 and now has 4200 employees 
in 12 factories and 38 sales offices in 
Canada and abroad. In 1975 Mitel’s sales 
were $300,000, but for the fiscal year 
ending in February 1981, they had risen 
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to $111 million. Estimates for the last fis- 
cal year are $200 million. The company, 
whose products include integrated cir- 
cuits, is among the world’s largest manu- 
facturers of PABX (private automatic 
branch exchange) telephone systems. 

Numerous other companies have expe- 
rienced similar growth and have been 
successful in international markets. One 
such company, Systemhouse Ltd. of 
Ottawa, a specialist in the design of com- 
puter systems and software, has opened 
nine subsidiaries in the United States and 
expects to have 30 by 1983. Lumonics 
Inc. of Kanata, the largest Canadian laser 
manufacturer, specializes in pulsed gas 
lasers. One of its contracts, with the 
European Economic Community, is for 
food labelling codes. Comterm Inc. of 
Montreal manufactures microprocessor- 
based display terminals for the data 
transmission industry. One of its principal 
product lines is the object of a contract 
with Saudi Arabia that runs until 1983. 
AES Data Ltd. of Montreal produces two 
distinct types of text processing system, 
employs more than 2000 people in 
Canada and abroad, and sells its products 
in more than 50 countries. 

Other examples include Develcon Elec- 
tronics Ltd. of Saskatoon, Saskatchewan, 
whose products include limited distance 
data transmission devices (modems) and 
microprocessor-controlled data transfer 
equipment; Gandalf Technologies of 
Manotick, Ontario, a group of three data 
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communications companies; Epitek Inter- 
national of Canada of Kanata, which 
manufactures thick-film resistor networks 
and chip hybrid microcircuits; Leigh In- 
struments of Ottawa, a specialist in 
avionics which also produces air traffic 
control systems, frequency control de- 
vices and optical character recognition 
systems. These are but a few examples. 
A trend seems to be emerging in small- 
and medium-sized advanced-technology 
companies. In an effort to take advan- 
tage of economies of scale and to be- 
come more competitive, they are forming 
consortiums for the realization of specific 
projects. For example, Canadian Educa- 
tion Microprocessor Corp. was established 
to design and manufacture a micro- 
computer for the educational market. 
OCRA (Office Communications Research 
Associates), a group including, among 
others, Gandalf, Mitel, Nabu Manufac- 
turing Corp., CN-CP Telecommunications, 
and cable companies, operates in the 
“office of the future” equipment market. 
Another large group of companies, 
ones that do not fit the CATA profile, 
rounds out the picture of the advanced- 
technology industry. Some of them even 
approach Bell Canada in terms of size. 
Their activities include pharmaceutical 
and chemical products, food, pulp and 
paper, electrical machinery and aero- 
space. A number of these specialize in 
biotechnology, a field that may one day 
rival electronics in industrial potential. 
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Computer industry 


Any review of the advanced-technology 
industry must include the computer in- 
dustry. Computer applications support the 
most diverse industries, from forest prod- 
ucts to transportation, from mining to the 
“office of the future’. 

According to the results of a survey by 
Evans Research Corp. of Mississauga, 
Ontario, annual revenues of the Canadian 
computer industry exceeded $4 billion in 
1980. in 1975, these revenues had been 
just $1 billion, or 0.6 percent of GNP. The 
industry experienced annual growth rates 
between 17 and 25 percent over the last 
five years, and in 1980 accounted for 
more than 1.4 percent of GNP. In the text 
processing and small business computer 
sector, revenues rose 36 percent over 
1979 to $428 million in 1980, perhaps due 
to the growing popularity of “office of 
the future’ equipment. 

Among computer applications is CAD/ 
CAM technology, in which design and 


manufacturing are computer-assisted. 
CAD/CAM techniques are particularly 
important in light of the present state of 
Canadian manufacturing industries. In 
fact, over the next decade, manufacturing 
industries must increase their productivity 
enough to maintain traditional markets 
and acquire new ones, despite reduced 
tariff protection and growing foreign com- 
petition. CAD/CAM technology is proving 
to be an important, if not essential, tool 
in the effort to achieve a level of produc- 
tivity that will permit the Canadian manu- 
facturing industry to be internationally 
competitive. (A more detailed description 
of one CAD system can be found in the 
article ‘An international licensing agree- 
ment for Canadian technology” in this 
issue.) 


Common challenges 


Advanced-technology companies face a 
number of special challenges. For exam- 
ple, to be viable, an advanced-technology 


The largest revenue producers in the Canadian computer 


industry 


Company name 


$ millions 
Total EDP 
revenues revenues? 


Ownership 1980 1980 


IBM Canada Ltd. 

Northern Telecom Ltd. 

Digital Equipment of Canada Ltd. 
Control Data Canada Ltd. 

NCR Canada Ltd. 

AES Data Ltd. 

Sperry Rand Canada Ltd. 

Philips Data Systems Ltd. 
Honeywell Ltd. 

Burroughs Business Machines Ltd. 
Canada Systems Group (EST) Ltd.° 
Datacrown Inc. 

Hewlett-Packard (Canada) Ltd. 
Xerox of Canada Ltd. 

Mitel Corp. 

Amdahl Ltd. 

B.C. Systems Corp. 

Computel Systems Ltd.‘ 

|.P. Sharp Associates Ltd. 

MAI Canada Ltd. 

Memorex Canada Ltd. 

Storage Technology of Canada 
Gandalf Data Communications Ltd. 
Canadian General Electric 

25. Olivetti Canada Ltd. 
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US. 1,506.0 
Can. 2,055.0 
US. 1637 
U.S. 162.6 
US. 176.6 
Can. 155.0 
US. 1240 
Netherlands 100.3 
US. 260.5° 
US. 105.0° 
Can. 779 
Can. 68.6 
U.S. 994° 
U.S. 484.2 
Can. 43.4 
US. 43.0 
Can. 40.2 
Can. 38.1 
Can. 355 
US. 35.0 
US. 32.3 
US. 28.8 
Can. 26.4 
U.S. N/A 
Italy N/A 


1,120.0 
568.2 
163.7 
162.6 
150.1 
147.3 
124.0 
100.3 

85.0 
83.0 
179 
68.6 
49.7 
48.4 
43.4 
43.0 
40.2 
38.1 
395 
Jo0 
30.8 
28.8 
26.4 
26.0 
24.0 


* Includes domestic, export and offshore EDP-related 
> Estimated by Evans Research Corporation 


“ These companies merged in 1982 
N/A Not available 


Source: Evans Research Corporation 


company must offer a world-class prod- 
uct or service that is not just competitive, 
but the best of its kind. Because the 
Canadian market is too small for prod- 
ucts and services of this complexity 

and specialization, it is essential for 
advanced-technology companies to turn 
to export markets, to build recognition 
for and to market their products in the 
highly competitive international market- 
place. CATA member companies export 
an average of 70 percent of their produc- 
tion. This export orientation is even more 
evident in the aerospace industry, where 
88 percent of sales in 1981 were outside 
Canada. 

One of the most pressing problems for 
the industry is a shortage of skilled man- 
power which threatens the industry’s 
growth. This has led to consultations be- 
tween government, industry and educa- 
tional institutions aimed at establishing 
training strategies. Not only do advanced- 
technology companies need scientists and 
highly-skilled technicians, they also need 
marketing people who have an intimate 
knowledge of the technology they are 
hired to sell. 

Advanced-technology companies also 
face a special financing challenge, which 
corresponds directly to the nature of their 
activities, specifically the high risk associ- 
ated with their ventures and the often 
considerable time lag between the re- 
search and marketing stages. Like other 
small businesses, start-up funds often 
come from personal savings, but with 
research and development costs added to 
capital and market development expendi- 
tures, this source of funds soon proves 
insufficient. Unlike other businesses, 
advanced technology firms can seldom 
obtain full financing from the chartered 
banks. For the risk capital they need, 
these companies must approach other 
financial institutions and venture capital 
investors. 

In addition, because of their relatively 
small size and the large element of risk 
associated with them, advanced-technol- 
ogy companies do not have easy access 
to financial markets, although the huge 
success of a few such companies has 
helped to bring the financial community 
and the industry closer together. Studies 
have been undertaken to find ways of 
facilitating capital formation for smaiier 
companies. While there are few advanced- 
technology companies whose shares are 
traded publicly, it is likely that more of 
them will appear on the financial markets 
over the next few years. Indeed, since 
1979 more than six advanced-technology 
companies have had their shares listed on 
Canadian stock exchanges. 


R&D and the government 


Last year the Ministry of State for 
Science and Technology announced the 
Government of Canada’s national re- 
search and development expenditure 
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objective of 1.5 percent of GNP by 1985. 
The industry share of this target was 
pegged at more than 50 percent, and the 
government share at 33 percent. Statistics 
Canada estimates that, in 1981, research 
and development expenditures in Canada 
totalled $3.5 billion, an increase of 

16 percent over 1980. These expenditures 
represent 1.1 percent of GNP, the highest 
percentage since 1972. 

Among recent government initiatives to 
encourage research and development are: 
the provision for funding a microelec- 
tronics centre in each province; a micro- 
electronics information program designed 
to give all industrial sectors access to 
new techniques; and an additional $27.5 
million for further development and mar- 
keting of Telidon videotext technology. In 
addition, the government has announced 
that it will add $132.1 million to the bud- 
get for activities in space, bringing its 
space-program commitment to $475.8 mil- 
lion between 1981and 1985. These funds 
will reinforce and promote the Canadian 
contribution to telecommunications, 
remote sensing and technological growth, 
as well as enhance Canadian participation 
in large European space projects. Federal 
expenditures on R&D, not counting fiscal 


Canadian industry excels in the design and construction of telecommunications satellites. 


expenditures, will approach $1.5 billion in 
1982-83. In addition, numerous programs 
of assistance for research and develop- 
ment have been put in place by the 
governments of Canada and the 
provinces. 


Foreign control and 
technological development 


Too often Canadian subsidiaries of 
foreign companies lack autonomy in 
decision-making related to research and 
development, which creates a dependence 
on parent companies for technology and 
limits opportunities for innovation in Can- 
ada. This has resulted in the relatively 
low level of R&D carried out by foreign- 
controlled businesses in Canada. For this 
reason the government included a cri- 
terion in the Foreign Investment Review 
Act that deals with the effect of foreign 
investments on technological develop- 
ment, innovation and product variety in 
Canada. It also included a criterion that 
deals with the compatibility of foreign 
investments with national and provincial 
industrial and economic policies, which 
among other things give a high priority to 
R&D. 


Among the undertakings that have 
been offered by investors are the support 
and expansion of Canadian R&D facilities 
and the establishment of new ones. 
Others ensure that the results of research 
and development carried out by Canadian 
subsidiaries can be effectively used in 
Canada. Often, this is done by means of 
world product mandates which give Cana- 
dian subsidiaries exclusive responsibility 
for the research, development, manufac- 
turing and world-scale marketing of prod- 
ucts or product lines. 

According to FIRA statistics, to the end 
of December 1981, foreign investors had 
undertaken to invest more than $169 mil- 
lion for R&D in Canada. This does not 
include R&D commitments that are a 
function of sales levels or gross receipts, 
or the costs associated with using the 
research facilities that the investors have 
undertaken to establish. 

To remain internationally competitive, 
Canada must continue to develop its 
capacity for technological innovation. 
Laser technology, fibre optics, microelec- 
tronics and so on are increasingly being 
applied in every industrial sector because 
they are clearly the building blocks for 
Canada’s industrial future. 
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The challenge, 
the opportunity 
in Canada’s 


offshore 
by Bridget Madill 


Bridget Madill is editor of the Foreign Invest- 
ment REVIEW. 


A new, advanced-technology industrial sector is emerging to 
take up the challenge of exploiting Canada’s offshore resources. 
Ocean industries, those that provide goods and services for off- 
shore commercial and scientific activities, can include any firm 


that makes equipment or provides a service that could be used 


n 


the oceans. They span the range of manufacturing, service con- 
tracting and consulting companies, but exclude marine surface 
transportation and traditional fishing activities. 


Ocean, industry firms are mainly small, 
privately-owned, advanced-technology, 
capital-intensive Canadian companies that 
sell a low volume of a wide variety of 
products and offer a broad range of serv- 
ices. They are often undercapitalized and 
heavily dependent on export markets. 
Most ocean firms are young — few exist- 
ed before 1970 — and have an emphasis 
on the supply of goods and services for 
offshore oil and gas exploitation. 

The problems of all advanced-technol- 
ogy industries, high development costs, 
large risks, long lead times from concept 
to sale, shortage of skilled workers, and 
difficulty in attracting equity or debt 
financing, characterize ocean firms. With 
oil and gas multinationals and govern- 
ments as the major customers so far, 
developing product credibility with a 
wider range of buyers and selling to a 
global market are challenges that must 
be met by the fledgling ocean industry 
company. 

There are three categories of ocean in- 
dustry companies. Core companies, which 
usually produce one specialized product 
or range of products or services, are 
almost entirely dependent on the ocean 
market. Secondary companies are par- 
tially dependent on the oceans, and often 
have developed their marine products or 
services from their land-based lines. Ter- 
tiary companies are those that only inci- 
dentally sell products and services, like 
rope and winches and helicopters, into 
the ocean markets. Unlike most core 
companies, secondary and tertiary com- 
panies do not necessarily provide 
advanced-technology products or services. 

The Canadian ocean industry sector is 
a hybrid that does not fall neatly into the 
pigeonholes of any traditional industrial 
classification system. That means that sta- 
tistics are at worst unobtainable, at best 
unverifiable, and usually not comparable. 
The lack of statistics collected under 
standard criteria makes traditional anal- 
ysis of the industry impossible. However, 
despite the fact that they almost defy 
classification and measurement, ocean 
industries are real, and they are on the 
brink of an enormous expansion. 

According to the 1978 report by the 
Sector Task Force on the Canadian 
Ocean Industry, sales by all Canadian 


ocean industry firms were probably less 
than $5 million in 1969, but by 1976 sales 
by core companies alone had grown to 
$176 million. The domestic ocean indus- 
tries market, which has historically been 
too small to support development of 
Canadian ocean industries, is expected to 
grow substantially. From $750 million in 
1980, according to the Canadian Ocean 
Industries Association, the domestic mar- 
ket is forecast to reach $5 billion by 
1990. The world market, estimated at 

$8 billion in 1977, is expected to reach 
$20 billion by 1985. In 1976, according to 
the Sector Task Force, 86 percent of the 
manufacturing output of Canada’s ocean 
industries was exported, while almost all 
services were related to the domestic 
market. Another indicator of imminent 
growth is the forecast by the Canadian 
Shipbuilding and Ship Repairing Associa- 
tion that $33 billion in vessels and float- 
ing equipment, which includes more than 
ocean-industry products, will be required 
by the oil and gas industry in Canada’s 
offshore between 1982 and 1990. 

Growth is also apparent in terms of the 
number of companies engaged in the 
Canadian ocean sector. In 1976 there 
were 180 core and secondary companies; 
by 1981 there were 240 according to the 
Canadian Ocean Industries Association. 
Over the same period, the number of 
core companies rose from 40 to 50. The 
number of tertiary companies is difficult 
to determine. 

About 70 percent of the ocean industry 
jobs require skilled or professional em- 
ployees. The Sector Task Force on the 
Canadian Ocean Industry estimated that 
development of Canada’s ocean industries 
could create between 20,000 and 30,000 
direct and 150,000 indirect jobs by 1990, 
numbers almost incomprehensible in rela- 
tion to a sector that employed just 3,200 
in 1976. Based on a formula of 20,000 
jobs per billion dollars of investment, this 
10-fold growth now seems assured: capi- 
tal expenditures for offshore petroleum 
exploration in Canada reached $326 mil- 
lion in 1980, according to the Petroleum 
Monitoring Agency, a 58 percent increase 
over 1979. 

It is obvious from these statistics that a 
new industry has sprung up in just over a 
decade. The Canadian ocean industry is 
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expected to continue to grow at an ever- 
increasing pace for the foreseeable 
future. 


The history 


With nearly 60,000 miles (96,000 km) of 
island and mainland coastline and with 
lands reaching north into a sea four times 
the size of the Mediterranean, Canada’s 
last frontier is perhaps her largest. In 
fact, Canada’s is the longest and least 
populated coastline of any nation in the 
world. But the offshore is not only her 
biggest frontier, it is also her most 
formidable and least understood. 

Before the entry of oil and gas compa- 
nies to the offshore, Canada’s involve- 
ment with the ocean was one of funda- 
mental research such as ocean-bottom 
mapping, largely undertaken by govern- 
ment agencies. As something was discov- 
ered, it had to be measured. This meas- 
urement required appropriate instruments 
and a suitable platform from which to 
work. Thus, advances in science were 
usually intermeshed with advances in 
technology. The advanced technology in 


© be measured, and new instruments. 


“resources. In 1973 an oceans policy Was 


announced. It was designed to stimulate _ 


§ offshore development, to promote. Cane- 


cs 


dian participation in industrial and tech- 
nological aspects of the exploitation of 


_ the oceans, to encourage a wide fange Offre, 


marine science and technology, to help 
Canada achieve excellence in operating in 
_ice-covered waters, and to maintain a cur- 
rent information base about, anade. s off- 
shore resources. 

Coupled with the increased interest in 
- exploiting her offshore resources, in 1977 
- Canada declared a 200-mile ocean man- 
agement limit, mainly to control over- 


_ fishing off the east coast. This meant that 


more Canadian fishermen and others — 
would find it profitable to work farther 
ut, and some ships and equipment being 


~-used offshore would become obsolete 


due to their limited capacity and limited 
range. This in turn meant that there were 
new opportunities for developing ocean 
industries. It also meant that enhanced 
navigation and location techniques would 
be required to meet the challenges of 
some of the world’s roughest seas in- 


often revealed other anomalies that — 


fested with ice. At the same time, the 
increased interest in searching out and 
exploiting offshore oil and gas presented 
related challenges. For example, in the 
Arctic much of the bottom has not been 
mapped. It was only in November 1981 
that the Canadian research ship Hudson 
completed the first detailed survey of 
part of a deep-draught tanker route 
through the Beaufort Sea, where much of 
the Arctic oil exploration is taking place. 
For a long time, government was not 
only the main customer for ocean tech- 
nology, but also the engineer, builder and 
supplier. Agencies like the Bedford Insti- 
tute of Oceanography and the Nova Sco- 
tia Research Foundation in Nova Scotia, 
the Institute of Ocean Sciences in British 
Columbia, and the Canada Centre for 
Inland Waters in Ontario for many years 
spearheaded ocean exploration and ocean 
technology. With the potential undersea 
weallly of oil, gas and minerals: and 


tracted out to private- 
there is a program that works in reverse 


_— government will help to develop tech- — 


nology proposed by industry. Industry 
needs government information and 
research. Government needs industry 
ideas and experience, and the universities 


_need the support and cooperation of 


both. 


In the early research stage and in the 
current oil exploration and development 
phases, equipment could be set up on 
drifting ice and vessels could run from 


_ icebergs and storms. But now an oil pro- 
_ duction phase has begun. The Petroleum 


Monitoring Agency reported $19 million 
in capital expenditures for offshore oil 
production in Canada in 1980. Now the 
platforms will have to be anchored 
securely. Now the vessels and the people 
will have to stay and face the ice and 
storms, because to be economically via- 
ble, the oil-producing industry must be 
able to operate year-round. New tech- 
nologies that were not essential before 
the reserves were proven will now have 
to be developed — and quickly. 
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sector firms. And 


The technology 


Ocean industries and offshore resource 
development are very advanced and 
highly competitive internationally, and 
much that is available can be adapted to 
Canadian requirements. Britain’s experi- 
ence in the North Sea has proven valua- 
ble to Canada’s ocean pioneers, as Hous- 
ton platform technology aided North Sea 
production efforts. But while North Sea 
technology is largely applicable to work- 
ing at the Sable Island gas field off Nova 
Scotia or to the Hibernia oil discovery off 
Newfoundland, it is not transferrable to 
the northern ice-infested waters off the 


Labrador coast or in the Beaufort Sea. 


No one else, anywhere else, has worked 
with comparable ice and weather condi- 
tions. Off the east coast are the icebergs: 
in the north the pack ice; and in the 
Beaufort Sea exceptionally cold water 
that freezes on the ships and weighs them 
down as they navigate through fields of 
undersea icicles called pingos. There is no.__ 

ecedent. for Canadian se to fol - 


Dartmouth area of Nova Scotia. Canada 


has excelled i in receiving and processing 


remote sensing information transmitted 


by the Ame ‘ican Landsat satellite, infor. __ 


mation that can be used to monitor large- _ 
scale ice moment, keep track of offshore 
oil tigs, and watch fishing and pollution 
the 200-mile management zone. De- 


spite the fact that semi-submersible and 
jack-up rigs, built in shipyards in Nova 


Scotia and Quebec for example, have 
been successfully exported, Canadian 
companies may not be able to compete 
on a world scale in producing large items 
like platforms, but they already have a 
foothold in the supply of specialized, and 
usually advanced-technology, equipment. 
There are Canadian ocean industry 
companies like Meyer Systems Incorpo- 


tated of Vancouver, with 1981 projected 


sales of $100,000, which produces an 
ocean bottom tracker and plankton coun- 
ter. Leigh Instruments started in 1961, 
went public in 1965, and now with about 
1300 employees worldwide and annual 
sales in the area of $50 million, is known 
for its sea traffic management system. 
CTF Systems Inc. has 30 employees who 
make dive support instrumentation. Cana- 
dian Applied Technology, a division of 
Arrowflight Holdings Limited, makes 


*A wider range of government-industry co- 
operation programs are described in “Canada’s 
advanced-technology industry” and “Assistance 
to industry for research and development” in 
this issue. 
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hydrographic data logging and recording 
systems. 

It would be impossible to list all the 
ocean industry companies operating in 
Canada, but among the familiar names 
are Hermes Electronics, Internav Limited, 
Sea Nav Ltd., Seimac Ltd., Atlantic 
Marine and Diving Co. Ltd., Artec Canada 
Limited, Canadian Oceanic Services Inc., 
Fathom Oceanology Limited, Pallister 
Resource Management Ltd., and The 
DALCOR Group. 

Much of the high-technology equip- 
ment has been developed as a result of 
some level of government-industry coop- 
eration. An instrument called the BAT- 
FISH is one of the best known examples 
of Canadian offshore technology. Devel- 
oped at the Bedford Institute of Oceano- 
graphy, and now manufactured under 
licence by Guildline Instruments of 
Smiths Falls, Ontario, the BATFISH is a 
towed device that can be used to meas- 
ure water temperatures, plankton levels 
and salt content of sea water. “Flying” in 
a sawtooth pattern from the surface to a 
depth of 300 metres, the instrument 
makes possible continuous measurement 
from a moving ship. Guildline, one of 
Canada’s “older’’ ocean companies, was 
established in 1951 as a subsidiary of a 
British company and became independent 
in 1957. With more than 70 employees 
and more than $3 million in annual sales, 
the company also markets other products 
overseas, like a laboratory salinometer 
and its profiling system. 

At the request of the Bedford Institute 
of Oceanography, the Nova Scotia Re- 
search Foundation (NSRF) developed an 
electrical slip ring to be used with a fish 
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counter. The slip ring was later adapted 
for use in a deep-diving system, making it 
possible to bring the power, communica- 
tions and gas umbilical cord down to the 
divers, and possible to reel the cord up 
on a winch. Then NSRF developed a gas 
slip-ring that would pass helium and oxy- 
gen. After creating product credibility 
through trade shows, NSRF transferred 
the gas slip-ring technology under licence 
to a new Nova Scotia company, Undersea 
Equipment Limited, which today sells 
advanced-technology diving system com- 
ponents around the world. 

The result of a partnership of govern- 
ment and industry, a program called SEA- 
BED uses a deep-tow high resolution seis- 
mic system developed in 1974 by Huntec 
(70) Limited of Toronto to develop meth- 
odology for the geological mapping of 
the seabed and 200 metres into the earth 
below. Huntec is a typical Canadian 
ocean company — about 65 percent of 
its estimated $3 million in annual sales is 
exported. The program is just one of 
many projects that contribute information 
to data handling systems like the one 
being developed at the Bedford Institute 
which will make information available to 
all users. 

The Newfoundland Oceans Research 
and Development Corporation 
(NORDCO), a provincial Crown corpora- 
tion, was the first company in the world 
to lasso a million-ton iceberg, proving 
that it is practical for a small tugboat to 
steer icebergs away from drilling rigs to 
ensure the safety of people and equip- 
ment. An essentially independent com- 
pany that began with provincial and fed- 
eral government financing, NORDCO is a 
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front-runner in all aspects of ice investi- 
gation, with researchers spending weeks 
on vessels locked in ice to learn how to 
predict the patterns of movement of ice 
floes and icebergs. NORDCO also pro- 
vides an ongoing weather and ice-location 
service to workers off Canada’s east 
coast. 

Research and development facilities, 
bringing university, government and 
industry together, are essential to the 
fledgling ocean industry in Canada. In 
recognition of this, in Newfoundland, a 
$48-million world-class Arctic Vessel and 
Marine Research Institute is expected to 
be operational in 1983-84. To be built by 
the National Research Council at the 
Memorial University campus in St. John’s, 
the institute will include model test 
basins for simulation of offshore and ice 
conditions. It will permit expansion of 
government and industrial research and 
design of vessels and other marine 
structures. 

Already in place at Memorial Univer- 
sity is the Centre for Cold Ocean Re- 
sources Engineering (C-CORE) which has 
conducted studies into the effect of oil 
spills on ice, for example. C-Core has dis- 
covered that the value of using airborne 
radar to examine icebergs is limited be- 
cause the radar signals scatter in the ice, 
but airborne radar can be used to predict 
where icebergs can be expected to scour 
the ocean floor. The risk of iceberg scour 
is great in much of Canada’s offshore, 
presenting a threat to undersea cables, 
pipelines, well heads and other structures. 

Other products of international caliber 
developed through Canadian industry- 
government cooperation include fish 
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inventory sonars, electronic navigation 
equipment, side-scan sonar, sonar-sensing 
data-collecting buoys, an electrically- 
powered hardrock drill capable of obtain- 
ing core samples from seabed 3,000 
metres below the water surface, ice- 
breaking ships, wave recorders, submer- 
sibles, and aerial bathymetry technology 
to name just a few. Currently being devel- 
oped are technologies to improve naviga- 
tion through ice, to predict iceberg scour, 
to measure the effects of offshore drilling 
on the earthquake zones and the animal 
life of the Arctic, to use lasers to monitor 
ice, to lay pipe though ice to transport oil 
and gas to land (and possibly to bury it 
beneath the seabed), to determine poten- 
tial environmental impact of offshore 
exploitation, and to determine how to 
regulate the use of materials in the 
oceans to ensure the safety of people 
and equipment working offshore. 

The advanced-technology ocean equip- 
ment industry will be an integral part of 
offshore development, producing the mul- 
titude of specialized equipment and in- 
strumentation essential to any offshore 
venture. In addition, a range of support 
industries, the drafting, printing, rope- 
making, steel-fabricating, metal-stamping, 
plastics-moulding, food-catering and 
myriad others will all have an opportunity 
to support offshore activity, and to grow 
in proportion to the ocean ventures they 
will serve. It is the development of 
advanced technology to work with Can- 
ada’s unique conditions, however, that 
will be critical to the establishment of a 
strong ocean industry sector. 


Toward the future 


Canada’s offshore oil and gas potential 
has been the undeniable driving force 
behind the growth of her ocean indus- 
tries. In the Hibernia discovery, the Na- 
tional Energy Board has accepted 50 mil- 
lion m? of crude oil reserves as ‘““estab- 
lished” or proven and has projected that 
additional reserves of up to 100 mil- 
lion m? will be proven in the future. Esti- 
mates of recoverable conventional oil 
reserves in the Arctic range as high as 
8 billion m?, almost five times Britain’s 
proven oil reserves in the North Sea, 
although as of June 1981, Canada’s Na- 
tional Energy Board did not consider any 
oil reserves “established” in the Arctic. 
However, marketable natural gas reserves 
in the Arctic (which includes the Macken- 
zie Delta, Beaufort Sea and Arctic 
Islands) have been established at more 
than 460 billion m? by the National Energy 
Board and at more than 580 billion m? by 
the Canadian Petroleum Association. The 
extent of other mineral reserves under 
Canada’s oceans and the potential of cul- 
tivating instead of simply harvesting the 
ocean’s fish and plant resources off the 
east coast are just now being measured. 
When proven exploitable, they too will 
offer opportunities for ocean industry 
companies. 


Although Canada has strengths in the 
fledgling ocean sector, there are problems 
as well. For example, to date there has 
been little significant Canadian technical 
participation in the offshore due to the 
high level of foreign ownership in Can- 
ada’s energy sector and to the tendency 
for multinationals to source equipment 
and services from their traditional sup- 
pliers regardless of the availability of 
competitive items in the host country, or 
to depend on foreign-based parent firms 
for research and development. In fact, in 
December 1981 the Honourable Herb 
Gray, Minister of Regional Industrial 
Expansion (formerly ITC), said that an 
estimated 50 percent of all equipment 
and materials being used in offshore and 
frontier petroleum exploration projects is 
imported, and that refining and process- 
ing projects import 100 percent of their 
engineering services. A 1981 study, /ndus- 
trial Development and the Atlantic Fish- 
ery, found that over 90 percent of Atlan- 
tic Canada’s electronic fish-finding appa- 
ratus (a $4-million to $5-million market 
each year) is imported. The study also 
forecast a 100 percent increase in the 
market by 1990. In only four of the 30 
fisheries-related product categories listed 
in the study was Canada a net exporter. 
The four were communications, naviga- 
tion instruments and parts, ships and 
boats, and hoisting machinery and parts. 
Overall, Canada’s fishing industry spends 
more than $200 million on equipment 
each year, much of which is imported. 
Organizations like the Canadian Ocean 
Industries Association have expressed 
hope that government initiatives such as 
the National Energy Program and the pro- 
visions of Bill C-48 “The Canada Oil and 
Gas Act”, which recently was passed by 
the House of Commons, will help to 
change this import propensity to the 
benefit of Canada’s ocean industries. 

Dependence on imports may be due to 
the fact that the problems and costs of 
technology development for the offshore, 
whether destined for fundamental 
oceanography, industrial exploitation or 
environmental protection, are generally 
too high for any one company to bear, 
and unacceptably inefficient to duplicate. 
Cooperation must increasingly be the 
watchword of a Canadian ocean industry 
sector. 

That the Government of Canada recog- 
nizes the importance of moving quickly 
in developing offshore capability is 
demonstrated by the designation of 
oceans as an area of national importance 
in which university scientists can obtain 
funding under a program of the Natural 
Sciences and Engineering Research Coun- 
cil. In addition, according to the Ministry 
of State for Science and Technology, in 
1981-82 the Canadian government is ex- 
pected to spend $63 million for oceans 
science alone, an increase of almost 
$7 million over the 1980-81 level. This 
amount does not take into account ex- 


penditures for ocean-related aspects of 
transportation, environmental protection, 
food and energy. 

Government-industry-university cooper- 
ation will continue through the many 
incentive and support programs that are 
already in place. But other joint action 
will likely be taken. For example, in both 
British Columbia and Nova Scotia, indus- 
trial parks to be occupied exclusively by 
ocean industry firms are being set up 
beside government ocean research facili- 
ties connected with universities. The 
former Department of Regional Economic 
Expansion (now part of the Department 
of Regional Industrial Expansion) esti- 
mated that in the Atlantic region alone 
more than 2,000 scientists, technicians 
and support personnel are engaged in 
government, university and commercial 
projects costing about $35 million a year. 

It has been said that the exploitation 
of offshore hydrocarbons will be risky. 
Northern Baffin Bay, for example, is an 
earthquake zone. Will subsea drilling 
prompt tremors? Ocean bottom seismo- 
meters, when in place, will tell. Ice scour 
will be a never-ending concern for subsea 
production facilities, vessels and pipe- 
lines. But man-made facilities will not be 
alone in facing hazards. If the patterns of 
ice movement are disturbed by “steering” 
icebergs or by the presence of artificial 
oil production islands, what will the envi- 
ronmental impact be? How will the 
oceans respond to the vibration and pol- 
lution of greatly increased surface and 
subsurface traffic? 

Because we know relatively little about 
the offshore and Arctic environments, it 
is essential that potential impact of 
resource extraction on the environment 
be carefully evaluated. One of the groups 
that will be looking at such impact is the 
Beaufort Sea Assessment Panel, set up in 
the early part of 1981. The task is im- 
measurable, its importance incomparable, 
the difficulties almost insurmountable. 
The instruments to measure the effects of 
offshore intervention have not yet even 
been conceived, let alone tested. The 
creation of technologies to probe and 
correct adverse effects on the environ- 
ment is another of the challenges, and 
one of the opportunities, emerging from 
Canada’s offshore. 

In frontier oil and gas exploration $48 
billion is expected to be invested by 1990 
according to a study published by the 
Canadian Institute for Economic Policy in 
1980. This is an unprecedented opportu- 
nity. The oil and gas industry invested 
only $646 million between 1967 and 1980 
off the east coast, according to the study, 
and just $2.8 billion between 1951 and 
1980 in the Arctic Islands and the North- 
west Territories. Despite her embryonic 
capabilities, Canada must seize this 
opportunity to prove herself a world 
leader in ocean technology and ocean 
industries. The next decade will be criti- 
cal for Canada’s ocean industries. 
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An international 
licensing 
agreement for 
Canadian 
technology 


by Jack McFadden 


Mr. McFadden is a freelance writer in Ottawa. 


One of the most debated issues related to technological devel- 
opment in Canada is the transfer of technology from foreign- 
controlled multinationals to Canadian companies. Little attention 
has been paid, however, to technological transfers in the opposite 
direction, that is from Canadian-controlled companies to foreign 
firms. In this article, the author describes one such transfer involv- 
ing Canada’s largest private research and development organiza- 
tion, Bell-Northern Research Limited and one of the world’s larg- 
est advanced-technology firms, International Business Machines. 


Is it good business for a major research 
and development company to spend $10 
million developing a technology to make 
it more competitive, and then sell the 
know-how to its competition? Bell-North- 
ern Research Limited (BNR) thinks that 
under the right circumstances it can be. 
The company has recently completed a 
deal that will ensure that BNR technology 
is offered to potential competitors 
throughout the world. The deal is with 
International Business Machines (IBM) 
and the technology is a computer-assisted 
design system used for designing printed 
circuit boards. 

Bell-Northern Research is a highly suc- 
cessful Canadian research and develop- 
ment organization. Its five major installa- 
tions in Canada employ more than 2300 
people. Two other major installations in 
the USA have 560 employees. 

BNR is 70-percent-owned by Northern 
Telecom Limited, the parent company, 
and 30-percent-owned by Bell Canada. 
Northern Telecom, 55-percent-owned by 
Bell Canada, is a Canadian manufacturing 
company with 32,000 employees, that 
produces large telecommunications 
switches and other electronic communica- 
tions products. 

BNR was established in 1971 to support 
Northern Telecom and Bell Canada in 
design, development research, long-range 
planning and systems engineering in all 
fields of communications. It is not re- 
quired to show a profit and indeed any 
profits that might be generated by its 
efforts on behalf of Northern Telecom 
are lost in the sales figures of the parent 
company’s own products. However, BNR 
does have its own relatively small market- 


ing division. Its activities before the 
recent technology sales were limited to 
selling BNR’s research and development 
capability to customers other than North- 
ern Telecom and Bell Canada, about $7 
million worth of business each year. 

BNR’s prime interest in research and 
development contracts is in the knowl- 
edge it gains. The indirect value of what 
it learns from doing research for others is 
considered of potentially greater benefit 
than the revenue. The attitude toward the 
sale of its technology is just the opposite; 
licensing was added with the purpose of 
gaining both revenue and knowledge, but 
with the emphasis on revenue. 

In part, it was the ready-made market- 
ing structure of IBM that made the US 
company so attractive to BNR. IBM’s 
Data Processing Division, with head- 
quarters in White Plains, New York, has a 
large highly organized marketing capabil- 
ity extending around the world. A pioneer 
in computer and office equipment tech- 
nology, IBM is still very much a leader in 
the field. Along with the computer hard- 
ware, it sells applications programs 
which, as the name implies, are ready- 
made programs that apply the computer’s 
special qualities to specific requirements 
such as in design or manufacturing. It is a 
BNR computer-assisted design (CAD) sys- 
tem that IBM will market as a software 
applications package. 

The technology that BNR is selling is a 
set of computer programs (software pack- 
ages) used in the design and development 
of printed circuit boards (PCB). The PCB 
is the base and provides all the intercon- 
nections for scores of integrated circuits 
and other electronic components used in 
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virtually all modern electronic equipment. 

The interconnections on each board 
can number in the thousands. They con- 
sist of metallized pathways of precise 
lengths carefully separated from each 
other. The length of each path is critical 
because it affects the time it takes each 
electrical pulse to leave one device and 
arrive at another. Pulses must arrive at 
just the right time through each of these 
paths to preserve the timing relationships. 
Working to these rules results in a com- 
plexity of pathways that would make the 
most difficult maze seem child’s play by 
comparison. 

But there is yet another set of rules the 
designer must heed when designing the 
printed circuit board: the practical limita- 

tions of manufacturing. Making boards 
like these is not easy. In some manufac- 
turing environments, rejection rates can 
-be as high as 30 out of 100, and the cost 
of correcting a fault at this stage can be 
100 times greater than correcting it 
during the design stage. The greatest chal- 
lenge, therefore, is to design the boards 
so that they can be realiably manufac- 
tured. This is where the real value of the 
BNR technology lies; their CAD system 
assists in designing PCBs so that this 
expensively high rejection and correction 
rate is greatly reduced. 

The idea of computer-assisted design 
was applied in BNR as early as 1973, 
when the Ottawa installation began 
developing bits and pieces of sucha 
system. Development of CAD on a large 
scale, however, is expensive. It was not 
until 1977 that a project came along of 
the size needed to support the develop- 
ment of a comprehensive circuit board 
CAD system. 

The project involved the design of a 
new series of large telecommunications 
switching units called the DMS-100. To be 
manufactured by Northern Telecom, the 
DMS-100 would require the design and 
development of scores of new circuit 
boards. To retain a competitive edge in 
this field, BNR had to find ways to 
reduce the design and manufacturing 
time to get the DMS-100 on the market in 
the shortest time possible. So, in parallel 
with the development of DMS-100, BNR 
also developed COPES, Customer Opti- 
mized Product Engineering System, which 
|was designed to work with a Digital 
Equipment Company computer. The 
acronym was appropriate: the aim of the 
system was to help the designer of a cir- 
‘cuit board cope with all the hundreds of 
‘possible interconnections on each board 
while working within the limitations of 
design and ‘‘manufacturability”’. 

According to Don Innes, BNR manager 
for Circuit Board Design Development, 
“The cheapest point to find and correct 
any error is during the design stage.” He 
might have added that if the design can 
be done without building a physical 
‘model or touching a component, so much 
the better! 


bt), 


‘Soo 


The computer-assisted design system developed by Bell-Northern Research makes the 


design of printed circuit boards more accurate and less costly. 


COPES allowed the designer to design 
the board in the computer, capturing the 
design information as it developed, and 
automatically being reminded of the rules 
that applied to increasing the manufac- 
turability of the board. Testing could also 
be done by a computer simulation of the 
board’s design and the design revised as 
necessary. Finally the information would 
be captured more permanently in a data 
storage system. By 1979, the use of 
COPES as a design tool had extended to 
Northern Telecom where it controlled 
the design changes being made to the 
DMS-100 product line. 

Although justified by the circuit board 
design application for the DMS-100 alone, 
BNR naturally looked for other possible 
uses for the complete COPES and its 
modular parts, most of which can be 
used in stand-alone applications. The digi- 
tal logic simulation module, FLOGIC, 
found a valuable application in the BNR 
division that designs customized inte- 
grated circuits. These tiny devices contain 
the circuitry for hundreds of thousands of 
transistors and present problems as com- 
plex as those of any circuit board. Don 
Innes said he believes that with further 


development, the complete system in 
Ottawa will eventually provide direct 
input to numerically controlled machines 
in Northern Telecom’s plant near Toronto 
on a computer-to-computer link. 

The possibility of licensing other com- 
panies to use the technology was an early 
consideration. Northern Telecom had 
already made highly successful inroads 
into the tough European market by licens- 
ing its manufacturing technology. 

BNR decided to license the right to use 
its COPES, not only for the direct revenue 
it would produce, but also for the feed- 
back of information that would result 
from the external user’s experience with 
the system. As fully committed as it was, 
however, the research company decided 
that it could offer COPES in whole or in 
part only on an “as is” basis. That is, it 
could not offer to modify the system or 
provide any other support to the 
customer. 

Despite this restriction, during 1979 and 
1980 nine right-to-use licensing agree- 
ments for the Circuit Pack Subsystem 
(CPS) of COPES were made with com- 
panies in Europe, the USA and Canada as 
well as two agreements permitting the 
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user to sub-license the CPS. In 1979 the 
rights to use the FLOGIC module were 
licensed to one company in the USA and 
to two companies in Japan. 

Among those who approached BNR in 
1978 was IBM. However, IBM wanted the 
system modified to be compatible with 
its own computers and wanted additional 
support that BNR was not prepared to 
supply at that time. By 1980 the Cana- 
dian company came to accept that if it 
wanted to widen its potential market, it 
would have to offer modification and 
support of the system. BNR officials read- 
ily admit that their decision was influ- 
enced by the potential for valuable feed- 
back of technological information from a 
company such as IBM, although they 
insist this was secondary to making a 
healthy profit from an exciting business 
opportunity. 

The deal with IBM was struck in 1980. 
It marked the first time that an agree- 
ment was reached to license the com- 
plete COPES system. Under its terms, 
IBM is licensed to use the system within 
its own organization and to sub-license 
the right to use the technology to other 
buyers. By 1981, COPES was made com- 
patible with IBM computers and was re- 
named the Circuit Board Design System 
(CBDS). It was introduced to the world at 
large and demonstrated in New York City 
in June 1981 at an international confer- 
ence of circuit board manufacturers, 
where IBM offered the CBDS software 
applications package and its computer 
hardware as a one-stop shopping 
arrangement. 

The deal calls for IBM to do the mar- 
keting, administration, and all the ‘‘front- 
end” work. BNR supplies the documenta- 
tion, some of the training and error cor- 
rection (a second-line maintenance task). 
The cost of the BNR support is offset by 
BNR’s share of the IBM royalty. 

An interesting point is that the right to 
market the design system technology is 
not exclusive to IBM since other com- 
panies in Europe still have the right to 
sub-license parts of the system. However, 
IBM offers the only fully supported com- 
plete system. 

The evaluation and the education 
phases in the IBM-compatible system 
were completed in the fall of 1981. Satis- 
fied that its own people have the neces- 
sary knowledge, IBM is now preparing the 
system for its internal use and for ship- 
ping to other users. BNR is already dis- 
cussing with IBM several enhancements 
to the system in what could be a two- 
year development program. 

IBM offers the CBDS as three interlock- 
ing subsystems: the Circuit Pack System, 
the Design Verification System and the 
Data Storage System. The first is being 
presented as the key application while 
the other two are listed as options. 
Monthly charges for the complete CBDS 
are in the area of $4,000 US. Of course, 
this does not include the charges for the 


IBM System/370 computer which is the 
type of machine designated to be used 
with CBDS. 

BNR has not disclosed what its share 
of the $4,000 per month per customer is. 
But it is obvious that if IBM is successful, 
there is a financial benefit to BNR in 
addition to the technology gains. 

However, Don Innes and Ray Fortune 
(BNR Corporate Director of Marketing 
and Program Services) said that the gains 
made through technology feedback have 
already been of significant value to BNR. 
As Mr. Innes put it, “In our dialogue with 
IBM on further development of the sys- 
tem, they have to divulge to some extent 
what their own thinking and the thinking 
of their clients is in terms of technology.” 

Mr. Innes also said that the resulting 
exposure to IBM’s suppliers is another 
beneficial spin-off. Through the IBM con- 
nection, BNR can exert more influence on 
these companies to think along the lines 
of future BNR requirements, the develop- 
ment of special test equipment for a pro- 
posed BNR project, for example. 

There is no doubt that technology feed- 
back is a two-way street. But so far BNR 
is confident that it can sell its latest tech- 
nology yet still keep the competitive edge 
because of the time factor. BNR, of 
course, is already applying its own tech- 
nology. It may take up to two years for a 
licensee to completely install and put the 
system into full use. 

Ray Fortune emphasized that BNR does 
not have the last word on whether its 
software technology will be sold. Since 
the application of its software technology 
is directly related to the success of North- 
ern Telecom products, and since Northern 


Telecom provides the funding for most of 
the development, Northern Telecom has a 
direct say in the release of software tech- 
nology. Both companies are constantly re- 
assessing the advisability of selling their 
technology, particularly the BNR technol- 
ogy which helps to keep Northern Tele- 
com products so competitive. 

Northern Telecom will evaluate each 
proposed future transaction on its individ- 
ual merits. Some agreements may prove 
advantageous, but it must first be shown 
that there would be no detrimental 
effects. Despite its caution, Northern 
Telecom has set up an in-house venture- 
capital group that will probably continue 
to give technological support to the com- 
panies in which it decides to invest, even 
if those companies threaten to become 
competitors. 

Ironically, it may be a shortage of man- 
power rather than competition that re- 
stricts BNR’s activities. As is the case 
throughout advanced-technology indus- 
tries, shortages of skilled personnel im- 
pose a severe growth limitation. BNR’s re- 
sources can barely keep up to the current 
Bell System’s demands. It has become in- 
creasingly difficult, therefore, under the 
support concept of marketing, to divert 
BNR personnel resources from their pri- 
mary role of research and development 
to support the technology once it is sold. 

The IBM deal is not necessarily one of 
a kind. However, unless BNR can find the 
resources to support the CAD/CAM tech- 
nology it is willing to sell, it may be that, 
despite all their advantages, deals of this 
size will always be the exception to the 
rule. 


Some applications and benefits of CAD/CAM 


technology 


In addition to circuit board design such as that described in this article, 
computer-assisted design and manufacturing (CAD/CAM) technology can be 
applied to a wide range of operations in any industry. According to a report 
by the CAD/CAM Technology Advancement Council, set up by the Govern- 
ment of Canada in 1978, CAD/CAM applications can include customer order 
handling; scheduling, inventory control and material requirements planning; 
control of manufacturing processes such as pattern and fabric cutting, flow 
soldering, spray painting, and automated assembly; automated material han- 
dling; automated inspection of machined parts, testing of electronic compo- 
nents and pattern recognition; coordination of material and information in 
packaging, weighing, and labelling; and automated label reading, and package 


sorting and routing. 


The report also suggested that the use of CAD/CAM technology, particu- 
larly in manufacturing, may result in economic benefits from increased and 
more efficient use of capital equipment; shorter delivery time; reduced work- 
in-progress inventory; more disciplined design and manufacture; greater design 
creativity through computer graphics; reduced costs through design optimiza- 
tion; improved use of materials; reduced waste by minimizing error; improved 
quality control through enhanced machining accuracy, repeatability, and 
automated testing; improved coordination of the manufacturing process from 
design to accounting; increased workforce productivity; and automation of 


short production runs. 
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Government 
assistance for 


small business 
by Robert D. Irvine 


Robert D. Irvine is an analyst with the Advocacy 
Group, Small Business Secretariat, Department of 
Regional Industrial Expansion. 


Increasing attention is being paid to the major role played by 
small businesses in fostering innovation, employment and regional 
development in Canada. The Government of Canada has a number 
of business assistance programs of interest to both small entrepre- 
neurs in Canada and foreign investors. 


The importance of the small business 
community in the Canadian economy is 
obvious. Canada’s one million small busi- 
nesses account for 97 percent of all firms 
in the country. They provide 42 percent 
of private sector employment, and their 
products and services constitute 30 per- 
cent of the contribution of business to 
Canada’s GNP. 

The Canadian government carries out a 
range of activities to help the small busi- 
ness community in Canada. Many are 
long-standing efforts such as the opera- 
tions of the Federal Business Develop- 
ment Bank (established in 1944 as the 
Industrial Development Bank) while 
others, such as the Business Opportunities 
Sourcing System, are relatively new. To- 
gether they ensure a positive climate for 
both the small entrepreneur already es- 
tablished in Canada and the foreign inves- 
tor considering a joint venture or other 
arrangement. Canada was a pioneer 
among western nations with the appoint- 
ment in 1976 of a Minister of State for 
Small Business. This was followed soon 
by the establishment of a Small Business 
Secretariat in the Department of Regional 
Industrial Expansion (formerly Industry, 
Trade and Commerce); the publication in 
1977 of a federal strategy for small busi- 
ness; and the creation of the Office for 
the Reduction of Paperburden (since 
amalgamated with the Small Business 
Secretariat) in 1978. 

The government's “arsenal” of financial 
assistance measures for small- and 
medium-sized firms has also increased in 
recent years. Many measures involved the 
tax system. Perhaps most notable is the 
lower corporate income tax rate for small 
business. The rate, which is less than half 
that for large firms, represents an annual 
cost of $1.5 billion in foregone revenues 
to the Government of Canada. The rate 
compares very favourably with those of 
other western countries which, in some 
cases, provide no special tax treatment 
for smaller firms. 

Another tax incentive established in the 
1970s was the special investment tax cre- 
dit on research and development (R&D) 
expenditures by small business. Through 
this incentive, a Canadian-controlled pri- 
vate corporation that qualifies for the 
small business tax rate receives an invest- 
ment tax credit of 25 percent on all its 
R&D expenditures. As in other countries, 
small businesses are playing a critical 
role in the advanced-technology sector in 
Canada. This tax credit is designed to 
assist them. 


Other tax features which were estab- 
lished during the same period included: 


¢ the deferral of up to $200,000 of capi- 
tal gains on transfers of small busi- 
nesses from parents to children and 
grandchildren; 


¢ the exemption from federal sales tax 
of small business manufacturers with 
annual sales of less than $50,000; 


® arrangements whereby owners of un- 
incorporated businesses may pay tax- 
deductible salaries to their spouses; and 


® permission to venture capital com- 
panies investing in the shares of small- 
and medium-sized businesses to elect 
to have their earnings taxed as capital 
gains instead of as ordinary income. 


These other existing incentives represent 
a further $1 billion in federal tax expendi- 
tures (revenue which the government has 
chosen to forego) for small business each 
year. They are in addition to the many 
general tax incentives and other financial 
assistance available to firms, both large 
and small, such as accelerated write-offs, 
investment tax credits, and direct grants. 

The 1981 budget of the Canadian 
government built on these existing meas- 
ures. The lower corporate tax rate is one 
example. The budget raised the annual 
taxable income limit for the small busi- 
ness tax rate from $150,000 to $200,000. 
The cumulative limit was increased from 
$750,000 to $1 million. In terms of spe- 
cific benefits to an individual entre- 
preneur, these adjustments mean another 
$52,500 of potential tax saving to a small 
business. 

The Small Business Bond was also ad- 
justed in the 1981 budget. Formerly call- 
ed the Small Business Development Bond 
(or SBDB for short), the measure was re- 
titled to reflect its new focus on those in 
greatest need. Since the Small Business 
Development Bond was first established 
in 1979, over $2 billion in financing has 
been made available by private financial 
institutions to over 10,000 small busi- 
nesses across Canada. 

A bond is negotiated directly between 
a borrower and a private lender, without 
government involvement or special paper- 
work. Interest paid on a bond is treated 
as a dividend, so banks and other lenders 
do not incur a tax liability on the interest 
received from a loan under the program. 
For this reason, a small business can 
obtain substantial savings on its interest 
costs. 

The bond program was scheduled to 
expire at the end of 1981, but was ex- 
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tended in the recent budget to December 
31, 1982 under a slightly different format. 
The measure now concentrates on firms 
temporarily in financial difficulty and 
now also covers unincorporated small 
businesses including farmers and fisher- 
men. 

With its new focus, the Small Business 
Bond is still a help to small entre- 
preneurs. Indeed, the Department of 
Finance has forecast that extension of the 
bond program will entail approximately 
$100 million in tax expenditures through 
fiscal year 1985-86. 

To help meet the Canadian govern- 
ment’s revenue objective, the November 
1981 budget extended the current corpo- 
rate surtax until the end of 1983. How- 
ever, small businesses were exempted 
from the surtax on that portion of their 
income eligible for the lower corporate 
tax rate. This exemption will result in an 
estimated total tax saving of $100 million 
for small businesses in Canada through 
1983. 

Another boost to small business from 
the budget was the small manufacturers 
rule. Under the tax rules existing before 
the budget, the federal corporate tax rate 
of 15 percent for a small business was 
reduced to 10 percent on income from 
manufacturing and processing. As a result 
of the budget, small businesses primarily 
in manufacturing no longer have to sepa- 
rate their manufacturing income from 
their other income to use the lower 
manufacturers’ tax rate. 

The 1981 budget benefited business, 
both small and large, in a wider sense 
through its effort to reduce the govern- 
ment’s deficit and substantially curtail its 
borrowing requirements. Under the fiscal 
plan outlined by the Minister of Finance, 
the majority of government expenditures 
will continue to be held to a rate of 
growth less than that of the GNP. 

Incentives available through the tax 
system are only part of the effort to pro- 
vide financial assistance to the small 
business community. For example, the 
Federal Business Development Bank, 
through its 103 offices across Canada, 
offers financing to small- and medium- 
sized firms by means of loans, loan guar- 
antees, equity financing or a combination 
of these. The bank currently has over $2 
billion in outstanding loans with 40,000 
customers. It also has over $40 million in 
equity investments with about 150 invest- 
ment customers. 

Financial assistance is also provided 
through the Small Business Loans Pro- 
gram of the Department of Regional In- 
dustrial Expansion. Through it, small busi- 
nesses can obtain loans guaranteed by 
the Government of Canada from private 
lenders at interest rates set at 1 percent 
over the prime lending rates of the char- 
tered banks. As of the beginning of 1982, 
about 98,500 loans totalling $1.9 billion 
had been made to small businesses under 
the program. 


The Enterprise Development Program 
(also administered by Regional Industrial 
Expansion) focuses on high potential 
small- and medium-sized firms that are 
prepared to undertake relatively high-risk 
but viable projects which promise attrac- 
tive rates of return. EDP offers contribu- 
tions and loan insurance for product and 
process development and business re- 
structuring. 

The Government of Canada has a host 
of programs which provide aid to small 
businesses in ways other than through 
financial assistance. Many of them are 
specifically designed to help small entre- 
preneurs respond to the rapid pace of 
technical, change and an increasingly 
interrelated world economy. 

One example of such a program is the 
Technical Information Service (TIS) of the 
National Research Council. TIS provides 
manufacturers with the most direct 
access possible to current technology for 
the solution of industrial problems. Its 
services are of particular use to firms that 
have few technical resources. 

The service helps companies adapt 
existing scientific and technological 
knowledge to their own specific opera- 
tions. This includes helping them solve 
technical problems, improve production 
operations, increase productivity, develop 
new products and markets, reduce costs 
and increase profits. 

A distinctive feature of TIS is its field 


For more information ... 


Subject 


All Canadian government business 
information programs 


service. TIS engineers and scientists visit 
their clients at their plants. The field serv- 
ice assists clients to identify and solve 
their technical problems, helps them to 
enhance their technological capabilities 
and performance and makes them aware 
of the availability and value of technical 
information. The field services are sup- 
ported by a group of specialists at the 
TIS national office in Ottawa. 

Another non-financial assistance pro- 
gram is BOSS, the Business Opportunities 
Sourcing System of the Department of 
Regional Industrial Expansion. A compu- 
terized bank of data on Canadian com- 
panies, their products and the markets 
they serve, BOSS takes information from 
individual manufacturers and interna- 
tional trading companies across Canada 
and incorporates it into a system that 
quickly and efficiently identifies 
Canadian-based suppliers for international 
and domestic markets. Some 10,000 firms 
have already provided information to 
BOSS. Additional participants are being 
sought to make BOSS an even more 
powerful tool for the private sector. 

These are just a few examples of the 
many measures designed by the Govern- 
ment of Canada to help small entrepre- 
neurs. The various provincial governments 
also offer a range of programs for small 
firms. Together, they truly represent big 
help for small business. 


Contact 


Business Information Centre, 34/2 
Department of Regional Industrial Expansion 


Ottawa, Canada 
K1A OH5 


Small Businesses Loans Program 


Small Businesses Loans Administration, 41/A 


Department of Regional Industrial Expansion 
Ottawa, Canada 
K1A OH5 


Enterprise Development Program 


Programs Branch, 41/A _ 


Department of Regional Industrial Expansion 
Ottawa, Canada 
K1A OH5 


Business Opportunities Sourcing 
System 


Corporate Systems Branch, 97/1 
Department of Regional Industrial Expansion 


Ottawa, Canada : 
K1A OH5 


Government policies and programs 
for small business 


Small Business Secretariat, 63 
Department of Regional Industrial Expansion 


Ottawa, Canada 
K1A OH5 


Technical Information Service and 
other science-related assistance 
programs 


Industry Development Office National 
Research Council Montreal Road, M-55 
Ottawa, Canada 


K1A 083 


Small Business Bond Program 


Legislation Branch Revenue Canada—Taxation 
Ottawa, Canada . 


K1A OL8 


Information is also available from the Government of Canada offices 
located in every major centre in Canada, and from Canadian posts abroad. 
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Saskatchewan’s 
economy, on 


the upswing 
by Edward Greenspon 


Mr. Greenspon, reporter with the Leader-Post 
in Regina, Saskatchewan until early this year, 
now writes for the Financial Post in Edmonton, 
Alberta. 


After a long run as one of Canada’s poorer provinces, Saskat- 
chewan has emerged in recent years as One of the stronger econo- 
mies in the country. The province led all 10 in real economic 
growth last year, helping to dispel the persistent myth that Saskat- 
chewan is a backward place totally reliant on the vagaries of a 


vulnerable grain crop. 


The province enjoyed a 4.9 percent 
compound annual rate of growth in the 
1970s compared with 3.9 percent for 
Canada as a whole according to Govern- 
ment of Saskatchewan figures. Mining, 
construction, finance, insurance and real 
estate all enjoyed compound annual 
growth rates in excess of 17 percent 
during the decade. Investment, which has 
been relatively immune to interest rates 
because of the number of large projects 
with long life expectancies, continued to 
escalate in 1981, growing by 25 percent 
to $5.4 billion. Farm cash receipts also in- 
creased by 25 percent to $4 billion in 
1981, following a poor harvest in 1980. 

The mining sector outstripped all 
others in growth during the past decade. 
Saskatchewan has 40 percent of world 
potash reserves, a 3,000-year world supply 
at current consumption rates. It is Can- 
ada’s second largest petroleum producer, 
though a distant second, and an increas- 
ingly important uranium producer. In 
terms of quality, Saskatchewan is en- 
dowed with the best possible uranium 
and potash, and poor oil and coal. Sas- 
katchewan is the world’s largest producer 
of sodium sulphate and produces small 
quantities of salt, copper, zinc, gold, sil- 
ver, cadmium, selenium and tellurium. 
The province took in $727.2 million in 
mineral revenues in 1980, all but $25 mil- 
lion from petroleum and potash. This fig- 


ure in 1981 is expected to reach $1 billion. 


Between 1952 and 1970, Saskatchewan 
experienced wide swings in its growth fig- 
ures. In eight of those years there was a 
decrease. Five times growth fluctuated by 
more than 18 percent from one year to 
the next as economic performance 
slavishly followed the yield of the grain 


crop. Today, the province has experi- 
enced nine uninterrupted years of posi- 
tive growth. But the huge influence re- 
tained by agriculture was amply illus- 
trated by the modest 0.9 percent growth 
in 1980, a partial drought year. In con- 
trast, in 1981, with the second largest 
crop in the province's history, Saskat- 
chewan’s economy grew by 8 percent 
according to the province’s figures, by 
5.3 percent, according to the Conference 
Board of Canada. Either way, it was the 
best in the country. 

The Saskatchewan economy began its 
advance in the 1970s. The gross domestic 
product rose to $12.8 billion in 1980 from 
$3 billion in 1970. Personal income in- 
creased fourfold to $8.7 billion in 1980. 
The value of exports rose sharply to $6.9 
billion from $1.2 billion. With a popula- 
tion holding steady at just under one mil- 
lion people, the Saskatchewan economy 
is dependent on international markets to 
consume its production. But instead of 
just riding the grain market cycles as in 
the past, Saskatchewan has spread the 
risk of reliance on world commodity mar- 
kets onto several export cycles. 

The decade of growth has been orches- 
trated by a provincial government that 
intervenes heavily in the economy. The 
province has a tradition of agrarian popu- 
lism that today is expressed largely in the 
strong presence of cooperatives. The big- 
gest company in the province is the Sask- 
atchewan Wheat Pool, with sales ap- 
proaching $2 billion a year. Owned by 
70,000 farmer-members, the pool handles 
grain, sells insurance, manufactures fertili- 
zer, mines phosphate and processes mar- 
garine, among other things. Federated Co- 
operatives Ltd. is a retail cooperative that 
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also has more than $1 billion in annual 
sales. In fact, of the seven Saskat- 
chewan-based companies listed in the 
Financial Post’s leading 400 by sales, two 
are cooperatives, three are wholly-owned 
by the provincial government and the 
other two are publicly traded companies 
with substantial provincial government 
ownership. 

Through the Crown Investments Corpo- 
ration (CIC), the government owns 17 
commercial companies and has invest- 
ments in other businesses operating in 
Saskatchewan. CIC has $4.3 billion in 
assets. The Crown corporations are an 
integral part of the government’s eco- 
nomic development plans. The Saskat- 
chewan Mining Development Corp., for 
instance, has the right to buy half of any 
uranium exploration venture in the prov- 
ince. Saskatchewan Telecommunications 
has been granted legislative monopolies 
on certain aspects of new communica- 
tions technologies. The Potash Corpora- 
tion of Saskatchewan, the protagonist in 
a controversial government move into the 
industry in the mid-1970s, today accounts 
for more than 40 percent of Saskat- 
chewan potash production. The Crown 
corporations are engaged in numerous 
joint ventures with private industry, par- 
ticularly in mining. 

Saskatchewan’s diversification has been 
limited to the primary sector, which 
accounts for about one-third of the gross 
domestic product. Manufacturing is still a 
relatively small sector of the provincial 
economy, comprising just 6 percent of 


Saskatchewan Gross Domestic Product at Factor 


gross domestic product. The growth of 
the primary sector has helped stimulate 
the service sector. Finance, insurance, 
real estate and services accounted for 
29.3 percent of 1980 gross domestic prod- 
uct. (See table.) The nature of the econ- 
omy has helped Saskatchewan avoid the 
high unemployment rates experienced by 
most of the country. 

Saskatchewan is putting away its new- 
found wealth in a special account, known 
as the heritage fund, which has assets of 
more than $1 billion. About $1 billion, 
from provincial resource revenues, is to 
be channeled through the heritage fund 
in 1981-82. A majority of the funds will 
end up in the provincial government’s 
regular accounts. The money left in the 
heritage fund will then be allocated 
either as incentives to the oil industry, for 
capital projects that will not earn any 
return, or to the Crown corporations in 
the form of loans or equity. The fund 
planned loans of $239 million to the 
Crown corporations in 1981-82, covering 
30 percent of their external financing 
needs. The heritage fund also lends 
money to the province’s regular account 
to reduce the need for short-term 
borrowings. 

The provincial government and the 
Crown Investments Corporation, together 
with the federal government and the pri- 
vate sector, have long-term plans to de- 
velop more resource processing in the 
province in the 1980s. The processing of 
by-products from potash and sodium sul- 
phate production is one area being ex- 


($ million) 


plored. Among others are uranium re- 
fining, heavy oil upgrading, further oil 
refining, petrochemical manufacturing 
and fertilizer manufacturing. 


Agriculture 


Agriculture is still the backbone of the 
Saskatchewan economy, directly employ- 
ing 20 percent of the work force and ac- 
counting for 17.9 percent of gross domes- 
tic product in 1980, a poor crop year. 
Agriculture’s share of the economy has 
fluctuated between 16.8 percent and 
30 percent in the last decade. There are 
69,000 farms in Saskatchewan, averaging 
970 acres (about 392.5 ha) in size. Saskat- 
chewan’s dryland farms produce about 
half the country’s grain. Non-residents of 
Saskatchewan are not allowed to buy 
more than 10 acres (about 4 ha) of farm 
land. The 1981 grain crop was Saskat- 
chewan’s second best ever, one million 
tonnes below 1976's record 20 million 
tonne production, but commodity prices 
were lower than expected. The province 
produces six grains and oilseeds — 
wheat, barley, oats, rye, canola and flax. 

Crops accounted for 78 percent of farm 
cash receipts in 1980, with wheat respon- 
sible for 62.9 percent of the crop total. 
The other 22 percent was generated by 
livestock production, led by cattle. 
Wheat, oats and rye are marketed exclu- 
sively through the Canadian Wheat 
Board. Farmers have the option of mar- 
keting feed grains through either the 
board or private grain companies. The 
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board has set an export target of 26 mil- 
lion tonnes for the crop year ending 
July 31, 1982, 13 percent better than the 
1979-80 record year. 

Net farm income, including inventories, 
in 1981 is expected to reach $1.5 billion 
on farm cash receipts of $4 billion, al- 
though the farm community considers 
this forecast optimistic. Payments from 
various price and income stabilization 
programs are expected to account for 
about $1 billion, or 25 percent, of this 
amount. Both the Canadian and Saskat- 
chewan governments have introduced 
income-stabilization programs, such as 
crop insurance. The newest is a provincial 
beef stabilization program, designed to 
assist the troubled cattle sector. 

Agriculture in Saskatchewan is bene- 
fiting from record international grain 
trading. In order just to keep pace with 
Canada’s traditional market share, the 
Wheat Board is projecting exports of 
Canadian grain to reach 30 million tonnes 
by 1985 and 36 million tonnes by 1990, 
far better than has ever before been 
achieved. Few farmers and academics 
believe the goals will be reached, at least 
not the 1985 target. But farmers, stung by 
the 1980 partial grain embargo of the 
Soviet Union, were buoyed in 1981 by the 
signing of a record, five-year, 25-mil- 
lion-tonne contract with the Soviet Union. 
Purchases in the first year exceeded the 
minimum set out in the agreement. 

The two major constraints to achieving 
the export targets are the ability of farm- 
ers to grow that much grain and the abil- 
ity of the transportation and handling 
system to get it to port from the land- 
locked province. Agricultural experts gen- 
erally say that physically the export goals 
are feasible, but the necessary adjust- 
ments will take some time. There are 
political hurdles to overcome as well, the 
most significant of which is rail transpor- 
tation policy. 

Despite the impressive addition of roll- 
ing stock in the past several years, the 
rail system is still fragile at the best of 
times. A work slowdown at one rail point 
in British Columbia during the winter of 
1980-81 significantly curtailed the move- 
ment of prairie grain. The damaging of a 
bridge in Vancouver by a Japanese 
freighter in 1979 isolated some port facil- 
ities from the mainland, and exports fell 
below target levels. 

Aside from the host of things that can 
go wrong, however, the movement of 
grain is endangered by limited capacity 
on main rail lines, which will not be able 
to satisfy demand by mid-decade. Some 
upgrading projects have been initiated, 
but the railways — one privately owned 
and the other a commercial venture of 
the Canadian government — say they are 
not earning enough money from grain 
transportation to justify the $7.7 billion 
cost of doing all the work required. The 
railways say they lost $250 million in 
1981 hauling grain. The railways claim 


that the cost of moving grain is actually 
five times what farmers pay under a 
statutory rate structure, known as the 
Crow’s Nest Pass freight rate, established 
in 1897 and unchanged since 1925. This 
so-called Crow rate of half-a-cent per ton 
mile means farmers can ship a bushel of 
grain to port for less than the cost of a 
postage stamp. The Crow rate has also 
been blamed for retarding the develop- 
ment of agricultural secondary processing 
on the Prairies because raw goods can be 


transported for less than processed goods. 


The rail capacity problem has implica- 
tions for other Saskatchewan bulk com- 
modities, which must move to tidewater 
before going overseas. 


Oil 

Saskatchewan produced 57.9 million 
barrels of crude oil in 1980. Production 
peaked in 1966 and the province is turn- 
ing to its less conventional oil reserves. 
The province sees its future in heavy oil, 
which is difficult to recover, hard to 
transport, and expensive to refine. There 
are an estimated 20 to 30 billion barrels 
(about 3 to 5 billion m3) trapped in sandy 
formations in the 31,000 km? area shown 
on the map around Lloydminster, but re- 
covery rates for heavy oil average less 
than 10 percent, even using waterflood. 
But with enhanced recovery techniques 
such as steam injection or an under- 
ground fire to thin the oil and pressure it 
upward, oil companies and the province 
are hoping to increase the recovery rate 
to as much as 30 percent. Twelve experi- 
mental enhanced recovery projects, cost- 
ing $25 million to $30 million each, cur- 
rently are operating or planned. 

Heavy oil is used for asphalt or ex- 
ported to certain American refineries 
capable of handling the troublesome 
crude. But a consortium of three private 
and two Crown oil companies is studying 
the feasibility of building a 40,000 to 
100,000 barrel-a-day (about 6500 m? to 
16,000 m? per day) heavy-oil-upgrading 
plant in Saskatchewan to bring the heavy 
oil up to refinable quality. The cost of 
the project is expected to be between 
$1 billion and $1.75 billion, the largest 
single undertaking in the province’s his- 
tory. The consortium says the plant will 
be built preferably near Moose Jaw or 
else near North Battleford. While the 
plant will employ up to 3,000 people at 
peak construction and about 300 people 
full-time, far more work will be generated 
in the oil fields designated to supply the 
plant. 

The economics of heavy oil production 
have not been firmly established because 
the province is adjusting its royalty and 
tax structure regarding low-producing oil 
wells and wells using enhanced recovery 
techniques. The provincial government 
has supported the idea of an upgrader 


and is expected to help ease its way. The 
consortium is anxious to have the project 
started by 1983 and completed by 1986 
because two scheduled multi-billion-dollar 
oil projects in Alberta may cause man- 
power shortages in Saskatchewan. How- 
ever, an environmental impact assessment 
must be conducted before the consortium 
can obtain provincial government permis- 
sion to proceed with the upgrader. 

Saskatchewan recently entered into a 
five-year oil pricing agreement with the 
Canadian government which will bring 
the province $5.8 billion in revenue. The 
Government of Canada will get $3.5 bil- 
lion and the industry will be left with 
$6.1 billion. Oil production in the first 
seven months of 1981, before the agree- 
ment, dropped 21 percent, drilling was 
down 40 percent, and revenue from rights 
sales fell to $37.3 million from $77.6 mil- 
lion in 1980. 

The industry in general has reacted 
favourably to the Canada-Saskatchewan 
agreement, however, and is awaiting the 
details of the province’s revised royalty 
structure. The sale of Saskatchewan 
crude oil outside the province was $1.37 
billion in 1980. 

Saskatchewan also has modest reserves 
of natural gas — 38.4 billion cubic 
metres or about 2 percent of established 
Canadian reserves. The province imports 
64 percent of its natural gas from 
Alberta, but the government is working 
on policies to promote more natural gas 
exploration, with the intention of using 
the gas for resource and industrial proj- 
ects. Saskatchewan has also announced 
plans to build a pilot ethanol plant that 
would initially use barley as a feedstock 
but would later switch to wood when the 
technology is proven. 


Uranium 


Northern Saskatchewan has some of 
the world’s richest uranium deposits. 
There are currently three mines operating. 
The largely French-owned Amok Ltd. 
mine at Cluff Lake started production in 
1980. It represents the new generation of 
Saskatchewan uranium mines with rich 
deposits and low production costs from 
open-pit mining. Cluff Lake yielded a phe- 
nomenal grade of 7 percent uranium on 
its first ore body. (Average world grade is 
0.15 percent uranium content.) Veins 
mined subsequently will not be as rich, 
but they will be far above the traditional 
uranium grade levels. The second of 
these northern Saskatchewan super- 
deposits is at the Key Lake mining proj- 
ect. One-third owned by the German 
company Uranerz Canada, it will be the 
most expensive economic development in 
northern Saskatchewan history, costing 
about $500 million by the time the mine 
and mill start producing in 1984. The 
mine is expected to produce 12 million 
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pounds of uranium a year during a proj- 
ect life of 15 to 20 years. Average grade 
is estimated to be 2.5 percent. 

Saskatchewan Mining and Development 
Corp. has a 20-percent interest in the 
Cluff Lake development and a 50-percent 
interest in the Key Lake venture. The 
Crown corporation has the right to pur- 
chase half the equity in any uranium 
exploration project in the province. 
SMDC now is participating in about 230 
uranium ventures in Saskatchewan. 

The uranium industry is not entirely 
without problems as there is a significant 
amount of opposition in the province to 
developing this resource. The province 
has also not been immune to the effects 
of a poor uranium market in the last two 
years. The spot market price for uranium 
has fallen to about $27 from $50 since 
the summer of 1979. During one week in 
December, Esso Minerals Canada sus- 
pended a major uranium development in 
Saskatchewan because of the markets, 
and Eldorado Nuclear Ltd. announced it 
will close Canada’s oldest uranium mine, 
at Uranium City, on June 30, 1982. 

The government is confident, however 
that the uranium market will recover late 
in the decade. Independent analysts say 
the recovery will take longer and stock- 
piling will be the order of the day until 
then. Saskatchewan exported $232 million 
in uranium in 1980, at an average price 
per pound of $38. Saskatchewan currently 
accounts for 9.5 percent of world produc- 
tion capacity of uranium. The province 
expects to increase this to 15 percent by 
1987. In some ways, low prices work to 
Saskatchewan’s advantage. Unlike many 
uranium mines, the ones in northern 
Saskatchewan can function profitably in 
a depressed market. 


Potash 


Potash has been a major success story 
in a province full of resource promise. 
The industry was in a decline when the 
government made its move into potash in 
1976. The province spent a total of $418 
million to buy three private potash mines, 
a share of a fourth and reserves in the 
eastern part of the province. In 1980, 
potash earned $1.01 billion export dollars, 
up from $109 million 10 years earlier. The 
government-owned Potash Corporation of 
Saskatchewan showed a profit of $167.5 
million. PCS today owns three mines out- 
right and has interest in three others. 
There are also four wholly private potash 
mines. Unfortunately for Saskatchewan, 
other provinces and countries have seen 
the merits of potash production, too, and 
there will be increased competition for 
the market in coming years. Prices for 
potash rose from $70 a ton (of K7O equiv- 
alent) in 1978, to $93 in 1979, to $129 in 
1980, and to $142 in 1981. The potash 


market slackened somewhat in 1981, due 
in part to the world recession and a 
stronger Canadian dollar relative to cur- 
rencies outside North America. But the 
long-term outlook for the market is con- 
sidered favourable, particularly in light of 
the growing demand for food and the 
need for fertilizer to meet this demand. 
PCS withdrew from an offshore exporting 
agency in 1981 and will take care of all 
its own sales from now on. 

PCS has announced $2.5 billion in 
expansion plans for this decade. The com- 
pany plans to triple production to 12.5 
million tons (about 11 million tonnes) a 
year in the next 10 years. The private 
potash companies plan to increase their 
Capacity by one million tons (almost one 
million tonnes) a year in the same period 
at a cost of $83 million. The only com- 
pany that will not be expanding is Central 
Canada Potash at Colonsay. The expan- 
sion plans of the company, owned by the 
mining giant Noranda, were rejected, 
according to the provincial government, 
because of the softening in the world 
market. 


Coal and electricity 


Saskatchewan has 7.6 billion tonnes of 
reserves of low-grade brown lignite coal, 
mostly along the U.S. border. Lignite is 
the largest single energy resource in the 
province, but it is relatively unexploited. 
Current coal production is only 6 million 
tonnes a year. High moisture and low 
energy content make lignite less than 
ideal for industry, and there appears to 
be little export market for the coal at 
present. But, domestically, the public util- 
ity Saskatchewan Power Corp. is using 
lignite for thermal-powered electrical gen- 
eration of 1,390 megawatts of electricity, 
70 percent of the province’s needs. Coal 
usage by SPC is expected to double to 
12 million tonnes by century-end, despite 
some environmental opposition to the 
resource. Coal is mined both privately 
and by SPC. The value of coal sales in 
1980 was $29.7 million, including sales to 
Ontario. 

The location of the coal reserves, in 
the water-poor southern regions of the 
province has posed some difficulty in 
more fully exploiting this resource for 
electrical generation. SPC is investigating 
the possibility of using air-cooled rather 
than water-cooled systems to convert the 
coal to electricity. The Interprovincial 
Steel and Pipeline Corporation is studying 
the feasibility of using the coal in a 
future direct iron ore reduction process. 
SPC and Saskatchewan Oil and Gas 
Corp., another Crown corporation, are 
also studying the feasibility of ultimately 
using the coal resource in the making of 
synthetic fuels. 


SPC estimates that overall electrical 
demand will grow 4.8 percent a year over 
the next 10 years. Construction is under- 
way on a second 300-megawatt coal-fired 
unit at Poplar River and a 252-megawatt 
hydro-electric dam and generating station 
at Nipawin. SPC is studying the feasibility 
of power plant construction at several 
other sites in the province. The com- 
pany’s apparent first choice at Gravel- 
bourg has run into effective opposition 
from local farmers who are declaring the 
plant’s prospective location as a heritage 
site. The provincial government has been 
negotiating with neighbouring Manitoba 
for the importation, starting in 1987, of 
500 megawatts of hydro-electricity, but a 
new Manitoba government is reviewing 
the benefit of such an arrangement. 


Manufacturing 


Saskatchewan has a very small manu- 
facturing sector, 30 percent in food and 
beverages, although several parts of the 
sector are displaying increased strength. 
The manufacture of agricultural imple- 
ments is a successful indigenous industry. 
A host of companies have sprung up from 
the ingenuity of individual farmers con- 
fronting problems peculiar to their envi- 
ronment. These Saskatchewan manufac- 
turers of smaller, less expensive equip- 
ment such as augers, rockpickers and 
dozers, had 1979 sales of $156 million, 
according to industry figures. 

Saskatchewan is the headquarters of 
Interprovincial Steel and Pipeline Corpo- 
ration Ltd., the only steel and pipe manu- 
facturer in Western Canada. IPSCO’s 
Regina plant has just completed an $83 
million expansion program to increase its 
production capacity to 680,000 tonnes a 
year. IPSCO has a $475-million contract 
to provide pipe to the pre-build section 
of the Alaska Highway Natural Gas 
Pipeline. 

In the city of Saskatoon a fledgling 
advanced-technology industry is emerg- 
ing. After signing a $22-million contract 
for fibre optics with Northern Telecom 
Ltd., Saskatchewan Telecommunications 
convinced the company to build an 
$8-million plant in Saskatchewan which 
opened in April. Several other electronics 
firms are also operating in Saskatoon, 
where the Saskatchewan Economic Devel- 
opment Corp. recently built an industrial 
park for the advanced-technology 
industry. 

With food becoming an increasingly 
valuable commodity, Saskatchewan is 
thankful for the crops that still dominate 
the economy. But stabilization has been 
the economic password of recent years 
and the province has aggressively diversi- 
fied its primary base. The province points 
to its string of positive growth years as 
indication that its policy of diversification 
and stabilization is working. 
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Capital investment projects in Canada 


Manufacturing industries 


This list shows major capital spending projects in progress or 
firmly committed in the manufacturing sector. Only projects costing 
more than $10 million are included. Information on these projects 
has been obtained from press reports. Major projects planned but 
subject to government approval are not included. Other sectors will 
be covered in the next issue of the Foreign Investment REVIEW. 
This report was prepared by the staff of the Foreign Investment 
Review Agency with the assistance of the Economics Department of 


the Bank of Nova Scotia. 


Company and Completion Cost 
project description date ($ million) Location 
British Columbia 
Alcan Aluminum Ltd. 
New carbon paste plant 1982 68 Kitimat 
BC Development Corp. and CP Air 
Engine overhaul plant 1984 54 Delta 
BC Timber Ltd. 
Pollution control 1987 Ws Prince Rupert and 
Castelgar 
British Columbia Forest Products Ltd. 
Third newsprint machine 1982 150 Crofton 
Canadian Forest Products Ltd. 
Modernization and expansion 1985 180 Port Mellon 
Canadian Occidental Petroleum Ltd. 
Modernization of caustic soda treatment plant 1983 14 Vancouver North 
Cariboo Pulp & Paper Co. Ltd. 
Pulp mill expansion 1983 19 Quesnel 
Cariboo Diatomite Ltd. 
Manufacturing filtration products n.a. 13 Quesnel 
Crown Zellerbach Canada Ltd. 
Pulp and paper mill expansion 1982 172 Campbell River 
Sawmill 1983 48 Coquitlam 
Cominco Ltd. 
Ferrosilicon brick plant (planned) 1984 60 Kimberley 
Eurocan Pulp and Paper Co. 
Expansion and modification of production 
facilities (3 projects) 1982 100 Kitimat and Lejac 
Evans Products Co. Ltd. 
Expansion, forest products 1986 10 Lillooet 
Finlay Forest Industries Ltd. 
Expansion of pulpmill, new sawmill n.a. 3 Mackenzie 
MacMillan Bloedel Ltd. 
Modernize kraft pulp bleaching n.a. 19 Harmac 
New sawmill 1982 60 Chemainus 
Paper mill expansion 1982 57 New Westminster 
Pulp mill expansion n.a. 75-220 Nanaimo 
Northwood Pulp and Timber Ltd. 
Pulp mill expansion 1982 310 Prince George 
Ocelot Industries Ltd. 
New methanol plant 1982 160 Kitimat 
Prince George Pulp & Paper Ltd. 
Pollution control 1983 40 Prince George 
Improvements, presses n.a. 13 Prince George 
Scott Paper Ltd. 
New plant 1984 63 New Westminster 
Tahsis Co. Ltd. 
Pollution control (planned) n.a. 18 Gold River 
Weldwood of Canada Ltd. 
New sawmill 1982 24 northwest of Kamloops 
West Fraser Mills Ltd. 
Planning mill/sawmill complex n.a. 20 Chetwynd 
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Western Forest Products Ltd. 


Improvement and expansion of pulp production 1984 205 near Squamish 

Improvement and pollution control 1984 60 Port Alice 

Improvement of sawmills 1984 60 Vancouver 
Alberta 


Alberta Energy Company Ltd. and 
Du Pont Canada 


Low-density polyethylene plant (planned) 1984 200 near Edmonton 
Alberta Gas Chemicals Ltd. 

Methanol plant expansion 1982 140 Medicine Hat 
Alberta Gas Ethylene Company Ltd. 

Second ethylene plant 1984 500 near Joffre 

Third ethylene plant 1985 590 near Joffre 
Alberta National Supply Co. Ltd. 

Drilling equipment plant n.a. 19 Red Deer 
Alberta Pork Producers Marketing Board 

Meat packing plant n.a. 30 n.a. 
Biewag Energy Resources 

Methanol plant (planned) n.a. 700 northeast of Edmonton 
British Columbia Forest Products Ltd. 

Sawmill 1982 23 Fox Creek 

Newsprint complex 1985 165 Hurdy 
Canadian Liquid Air Ltd. 

Air-separation plant 1982 16 Edmonton 
Celanese Canada Inc. 

Methanol plant 1982 255 near Edmonton 

Vinyl acetate monomer plant (planned) n.a. 500 near Edmonton 
C-I-L Inc. 

Polyethylene plant expansion 1984 128 Edmonton 
Dow Chemical of Canada Ltd. 

Polyethylene plant (planned) 1984 WS Fort Saskatchewan 

Expansion of ethylene dichloride production 1984 135 Fort Saskatchewan 
Esso Chemical Canada 

Fertilizer plant expansion 1982 45 Redwater 

Ammonia and urea plant 1983 457 Redwater 
Gainers Ltd. 

Meat processing plant n.a. 20 Edmonton 
Gulf Canada Products Co. 

Benzene plant 1985 250 Edmonton 
Imperial Oil Ltd. 

Ammonia and urea fertilizer plant 1983 250 Edmonton 

Phosphate fertilizer plant 1982 45 near Edmonton 
Interprovincial Steel & Pipe Corp. Ltd. 

Pipe plant 1983 60 Calgary 
Makin Project Initiators Ltd. 

Pulp and paper mill n.a. 160 south of Edmonton 
Mohawk Oil Co. Ltd. 

Recycling plant 1982 2 Edmonton 


Molson Companies Ltd. 
Brewery expansion 1983 24 Edmonton 


National Supply Co. Ltd. 
Drilling equipment 1982 22 Red Deer 


Nova, an Alberta Corporation and 
Shell Canada Ltd. 


Styrene plant 1984 240 near Edmonton 
Low-density polyethylene plant 1984 250 Joffre 
Prudential Steel Ltd. 
Pipe plant expansion 1982 2 Calgary 
Ram Steel Corp. Ltd. 
Pipe plant n.a. i Red Deer 
Sherritt Gordon Mines Ltd. 
Nitrogen fertilizer plant 1983 320 Fort Saskatchewan 
Union Carbide Canada Ltd. 
Ethylene plant 1984 300 Central Alberta 
Air-separation plant expansion 1982 12 Fort Saskatchewan 
Wescan Pipe Protection Ltd. 
Pipe coating plant (24 phase) 1983 14 Edmonton 
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Manitoba - Saskatchewan 


Air Canada 
Expansion of repair and data processing 
activities n.a. 
Aluminum Co. of Canada Ltd. 
Aluminum plant (planned) 1984 
CSP Foods Ltd. 
Oilseed processing plant 1982 
Expansion and improvement n.a. 
Griffin Canada Ltd. 
Plant expansion 1982 
Northern Telecom Canada Ltd. 
Plant n.a. 
Prince Albert Pulp Co. Ltd. 
Sodium chlorate plant 1984 
Simplot Chemical Ltd. 
Nitrogen fertilizer plant expansion n.a. 
Ontario 
Abitibi-Price Inc. 
Newsprint mill improvement 1982 
n.a. 
n.a. 
Algoma Steel Corp. Ltd. 
New seamless tube mill 1984 
Upgrade hot strip mill 1982 
American Can of Canada Ltd. 
Kraft pulp mill modernization 1984 
BCM Technologies Ltd. 
Sodium chlorate plant 1982 
Boise Cascade 
Newsprint mill improvement na 
Canada Packers Inc. 
Beef packing plant 1982 
Canada Starch Co. Ltd. 
Corn wet-milling plant 1982 
Liquid corn sweetener plant 1982 
Canada Wire and Cable Ltd. 
Plant construction and improvements 1984 
Caterpillar of Canada Ltd. 
New assembly plant n.a. 
Celanese Canada Ltd. 
Expansion of polyester production n.a. 
Chrysler Canada Ltd. 
Truck plant conversion and expansion 1983-84 
Car plant conversion and modernization 
Casting plant conversion 
Improvement of various plants 
New research and development facilities n.a. 
Ci ieline 
Ammonia plant 1984 
Cyanamid Canada Inc. 
Calcium carbide plant 1983 
Fertilizer plant expansion and improvement 1983-84 
De Havilland Aircraft of Canada Ltd. 
Expansion 1983 
Dennison Manufacturing Company 
Expansion n.a. 
Diemaster Tool Inc. 
Modernization and new plant n.a. 
Dofasco Inc. 
Expansion of steel production 1984 


60 Winnipeg, Manitoba 
500 Rockwood, Manitoba 
30 Harrowby, Manitoba 
16 Nepawin and Saskatoon, 
Saskatchewan and 
Altona, Manitoba 
10 Winnipeg, Manitoba 
2 Winnipeg, Manitoba 
17 Prince Albert, 
Saskatchewan 
35 Brandon, Manitoba 
111 Iroquois Falls 
66 Thunder Bay 
15 Smooth Rock Falls 
300 Sault Ste. Marie 
50 Sault Ste. Marie 
80 Marathon 
15 Amherstburg 
80 Kenora 
16 Toronto 
17 Cardinal 
50 Port Colborne 
50 Toronto 
n.a. Brampton 
11 near Kingston 
203 Windsor 
184 Windsor 
11 Etobicoke 
108 n.a. 
20 Windsor 
PEI Courtright 
20 Niagara Falls 
20 Niagara Falls 
WS Toronto 
10 Mississauga 
12 Mississauga 
90 Hamilton 
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Dominion Foundries and Steel Ltd. 
Second hot strip mill 
Fourth galvanizing line 
Domtar Inc. 
Linerboard and newsprint plant modernization 
Plant modernization 
Du Pont Canada Inc. 
Polyethylene plant expansion (24 phase) 
Textile plant expansion 
E.B. Eddy Forest Products Ltd. 
Pulp and bleach facilities, specialty paper 
machines and other projects 
Modernization 
Esso Chemical Canada 
(Imperial Oil) 
Polyethylene plant 
Polyvinyl plant expansion 
Ford Motor Co. of Canada Ltd. 
Assembly plant conversion 
General Motors of Canada Ltd. 
Expansion and modification 
Auto assembly plant 
Paint finishing plant 
Grant & Wilson Ltd. and Partners 
Lumber mill 
Great Lakes Forest Products Ltd. 
Modernization, paper mill 
Expansion and modernization, fine paper 
Newsprint mill modernization 
Imperial Tobacco Ltd. 
Expansion and new equipment 
Jarvis Clark Co. Ltd. 
Mining equipment plant 
Kellogg Salada Canada Inc. 
Cereal plant 
Kimberly-Clark of Canada Ltd. 
Kraft pulp mill improvement 
MacMillan Bloedel Ltd. 
Modernization 
Miracle Mart Ltd. 
Meat processing plant 
Mitel Corp. 
Expansion of production lines 
New plant 
Nelson Steel Co. Ltd. 
Steel processing plant 
The Ontario Paper Co. Ltd. 
Newsprint mill modernization and expansion 
Petrosar Ltd. 
Modifications (phase 1) 
(phase 2) 
Pilkington Glass Ltd. 
Special glass production 
Polysar Ltd. 
Butyl rubber and isobutylene plant 
Expansion of waste treatment installations 
RDB Building Products Ltd. 
Manufacture of bricks and tiles 
Rio Algom Ltd. 
Expansion and modernization 
Spruce Falls Power & Paper Co. Ltd. 
Modernization, new thermo-mechanical 
pulp mill, environmental protection 
St. Lawrence Cement Co. Ltd. 
Expansion 
The Steel Company of Canada Ltd. 
Expansion program 


1982 


1983 


1983 


1983 
1983 


1983 


1982 
1982 
1982 


1982 


1983-84 
1983 
n.a. 


1981-86 


n.a. 


n.a. 


1986 


260 


400-500 


250 


100 


100 


21 


655 


— sills 


Hamilton 
Hamilton 


Red Rock 
Cornwall 


Sarnia 


Kingston 


Espanola 
Ottawa region 


Sarnia 
Sarnia 


Oakville 


Oshawa 
Oshawa 
Oshawa 


Englehart 


Dryden 
Dryden 
Thunder Bay 


Guelph 
Burlington 
London 
Terrace Bay 
Sturgeon Falls 
Toronto 


Kanata 
Renfrew 


Nanticoke 
Thorold 


Sarnia 
Sarnia 


Scarborough 


Sarnia 
Sarnia 


Milton 


Welland 


Kapuskasing 
Mississauga 


Nanticoke, Hamilton 
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3M Canada 

Tape manufacturing 1982 14 Perth 
Union Carbide Canada Ltd. 

Expansion and modification 1984 40 Sarnia, Walkerton 
Urban Transportation Development Corp. Ltd. 

Manufacture of transportation equipment 1982 30 Kingston 
Uniroyal Inc. 

Increase capacity of tire plant 1982 De Kitchener 
Waferboard Corp. Ltd. 

Plant expansion 1982 1133 Timmins 
Xerox Canada 

Research Centre 1983 18 Toronto 
Québec 
Abitibi-Price Inc. 

Expansion and pollution control n.a. 250 Saguenay - Lac St-Jean 

Plant conversion 1983 80 Beaupré 
Alcan Aluminum Ltd. 

New smelter - 3" phase 1982 150 Grande Baie 

Alumina plant upgrading 1982 42 Jonquiére 

Alumina plant upgrading 1982 42 Vaudreuil 

Pollution abatement 1982 is Beauharnois 

New aluminum fluoride plant 1984 95 Jonquiére 
Alcan Products Canada Ltd. 

Wire and cable plant renovation na 20 Shawinigan 
Bombardier-MLW Ltd. 

Plant modernization n.a 16 Montréal 

Plant expansion n.a 14 Valcourt 

Plant expansion n.a 2 La Pocatiére 
Canada Wire and Cable Ltd. 

Copper rod mill 1982 25 Montréal 
Canadian Reynolds Metals Co. Ltd. 

Aluminum plant expansion 1984 500 Baie Comeau 
Celanese Canada Inc. 

Expansion of polypropylene fibre production n.a. ls Saint-Jean 
Canadian General Electric Company 

Engine parts plant 1983 97 Bromont 
Canadian International Paper Company 

Modernization and expansion 1984 60 Trois-Riviéres 

Pollution control 1982 24 La Tuque 

Plant modernization 1985 n.a. Matane 
Consolidated-Bathurst Ltd. 

New pulp mill and improvements 1982 35 Grand’mére 

Newsprint mill improvement 1982 3 Shawinigan 

Plant improvement 1982 61 Trois-Riviéres 

Plant modernization 1984 85 Port Alfred 
Dominion Bridge-Sulzer Inc. 

Plant expansion 1984-85 28 Lachine 
Domtar Inc. 

Newsprint mill improvement n.a. 29 Dolbeau 

Conversion and pollution control 1983 36 Donnaconna 
Donohue Inc. 

Newsprint mill modernization 1986 50 Clermont 
Donohue-Normick Inc. 

Newsprint mill 1982 190 Amos 
Erco Industries Ltd. 

Sodium chlorate plant expansion 1983 20 Buckingham 
Forex Leroy Inc. 

Corrugated cardboard plant 1983 25 Val-d’Or 
GLC Canada Inc. 

Graphite electrode plant na 62 Lachute 
Gaspesia Co. 

Expansion of production 1986 90 Chandler 
IBM Canada Ltd. 

Plant conversion n.a 60 Bromont 
Imperial Tobacco Ltd. 

Expansion of cigarette manufacturing 1986 100 Montréal, Québec 
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Klocker-Humboldt-Deutz AG 
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Manufacture of engines 1983 78 Boucherville 
Kunz and Co. and Rexfor Inc. 
Particle board and furniture component factory n.a. 65 Matapedia Valley 
Maclaren Power and Paper Co. 
Expansion and pollution control n.a. 100 Buckingham region 
Marine Industries Ltd. 
Plant expansion and modernization 1983 17 Tracy 
Noranda Mines Ltd. 
Smelting plant improvement 1982 35 Noranda 
Reed Paper Ltd. 
Modernization and pollution control 1986 200. Québec 
Pratt & Whitney Aircraft of Canada Ltd. 
Plant expansion and new equipment 1984 69 Longueuil and St-Hubert 
Raffinerie du Sucre du Québec 
Plant expansion n.a. 30 Mont-St-Hilaire 
Rexford Inc. and 
ES OUGYAlInG 
Newsprint mill n.a. 234 Matane 
Sawmill n.a. wo) Causapscal 
Rolland Inc. 
Modernization 1986 sy St-Jér6me and 
Mont Rolland 
Scott Paper Ltd. 
Modernization and expansion n.a. 150 Crabtree, Lennoxville 
Sidbec-Dosco Ltd. 
Steel rod plant improvement n.a. 25 Longueuil 
Tembec Inc. 
Sulphite pulp mill expansion and modernization 1984-85 70 Témiscaming 
Alcohol plant 1983 De Témiscaming 
Wabasso Inc. 
Sheet plant modernization na 24 Trois-Riviéres 
Atlantic Region 
Acadia Forest Products Ltd. 
Plant modernization 1985 38 Nelson-Miramichi, N.B. 
Bowater Mersey Paper Co. Ltd. 
Modernization and pollution control 1983 n.a. Brooklin, N.S. 
Bowater Newfoundland Ltd. 
Pulp mill n.a 17 Corner Brook, Nfld. 
Erco Industries Ltd. 
Expansion of phosphorus production 1984 Dit Long Harbour, Nfld. 
Fraser Inc. 
Pulp mill modernization 1984 170 Atholville, N.B. 
MacMillan Rothesay Ltd. 
Newsprint mill improvement 1984 14 Saint John, N.B. 
Michelin Tires (Canada) Ltd. 
Plant n.a. Waterville, N.S. 
Plant expansion n.a. 400 Granton, N.S. 
Plant expansion n.a. Bridgewater, N.S. 
Mitel Corporation 
Two microprocessor plants n.a. 48 Buctouche, N.B. 
Moosehead Breweries Ltd. 
Brewery expansion n.a. 3h3 Saint John, N.B. 
National Sea Products Ltd. 
Fish processing plant n.a. 15 Lockport, N.S. 
New Brunswick International Paper Co. 
Newsprint mill expansion 1982 158 Dalhousie, N.B. 
Nova Scotia Forest Industries 
Plant improvement 1982 45 Point Tupper, N.S. 
St. Anne - Nackawic Pulp & Paper Co. Ltd. 
Pollution abatement, energy conservation and 
modernization 1985 62 Nackawic, N.B. 
Sydney Steel Corp. 
Plant modernization (planned) 1990 351 Sydney, N.S. 
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Assistance to 
industry for 

research and 
development 


To round out this issue of the Foreign Investment REVIEW, with its focus on the 
advanced-technology industry, what follows is a description of industrial assistance pro- 
grams designed specifically to encourage research and development. 

In recognition that the growth and competitiveness of industry depends to some 
extent on innovation in products and processes to keep up with the demands of a 
changing world, both the federal and provincial governments have set up a range of 
programs designed to encourage business to undertake or increase research and devel- 
opment activities. These programs range from outright grants to salary subsidies to in- 
plant problem-solving to technical information. 

Research and development assistance programs complement and often may be used 
in combination with the other, more general incentive programs usually described in the 
REVIEW (for federal government programs see Vol. 4, No. 2; for provincial programs see 
Vol. 5, No. 1). Programs described in this issue are not the only ones available, however. 
For instance, some municipalities and private organizations also offer R&D assistance to 
industry, and programs included here are open to everyone. 

Some departments or agencies of government, like Newfoundland’s Department of 
Fisheries, may fund projects on an individual basis although no formal research and 
development program exists. Centres of advanced technology at universities and 
research councils across the country can provide a wealth of information and practical 
assistance. Industrial parks such as Innovation Place in Saskatoon, Saskatchewan are de- 
signed to help research and development and advanced-technology businesses become 
established in an environment suited to their particular needs. Alberta is one of the 
provinces that publish material about how to start and finance a business, and other 
provinces like Ontario have full-scale policies of industrial stimulation that specifically 
support research and development. The Government of Canada, in fact, has set an 
annual spending target of 1.5 percent of the gross national product for research and 


development by 1985. 


Government of 
Canada programs 


National Research Council 


Technical Information Service 


In-plant technological assistance and 
an information service provide the most 
direct assess possible to current tech- 
nology for the solution of industrial prob- 
lems. Contact: National Research Council 
Ottawa K1A 0S2 


, 


Canadian Institute for Scientific 
and Technical Information 


The Institute collects information and 
makes it available at very little cost in 
the form of tailored research reports for 
individual firms, academic institutions, 
government and individuals. Contact: 
National Research Council, Ottawa 
K1A 0S2 


Program for Industry/Laboratory 
Projects (PILP) 


Financial and technical assistance, up 
to the full underwriting of the company’s 
project or product development costs, is 
available to Canadian-based companies, 
either alone or with others. The program 
is designed to promote the transfer to 
industry of government and other non- 
industrial research results and to develop 
their commercial potential. Contact: PILP 
Program Office, National Research Coun- 
cil, Ottawa K1A OR6 


Industrial Research Assistance 
Program 


To increase the calibre and scope of 
industrial research and development in 
Canada in the business environment, the 
program will pay the salaries of individ- 
uals working on approved projects, cover- 
ing about 50 percent of the overall costs 
of selected research projects. The pro- 
gram can also assist firms too small to 
carry out their own research by paying 
for sub-contracted research. All provin- 
cially or federally incorporated com- 
panies engaged in physical and life 
sciences and engineering technology are 
eligible. Contact: National Research Coun- 
cil, Ottawa K1A OR6 


Natural Sciences 
Engineering Research 
Council 


Strategic Grants in Aid of 
Research 


Grants are available to indidivuals or 
groups of researchers at Canadian univer- 
sities for research in areas of national 
concern, €.g. energy, environment, 
oceans. Contact: Natural Sciences 
Engineering Research Council, Ottawa 
K1A OR6 


Project Research Applicable in 
Industry 

To capitalize on advances in university 
research showing potential for eventual 


commercial exploitation in Canada, grants 
are available to support projects with a 
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maximum two-year duration, carried out 
by a university researcher in collaboration 
with a Canadian-based company that 
could exploit the results to the benefit of 
the Canadian economy. Contact: Natural 
Sciences Engineering Research Council, 
Ottawa K1A OR6 


Industrial Research Fellowship 
Awards 


Recent doctoral graduates in the natu- 
ral sciences or engineering gain industrial 
research and development experience for 
up to five years. Research fellows are em- 
ployees of the company at which their 
award is held and must devote their time 
to research, development or innovation. 
Assistance is in the form of $20,000 a 
year in the first three years and $10,000 
in the fourth and fifth. To apply, recent 
graduates contact the company of their 
choice and the company submits a nomi- 
nation. Contact: Natural Sciences 
Engineering Research Council, Ottawa 
K1A OR6 


Department of Regional 
Industrial Expansion 


Microelectronics Support 
Program 


The program is designed to help intro- 
duce microelectronics technology to 
Canadian industry generally. It is open to 
manufacturers who have not previously 
incorporated microelectronic devices in 
their products or operations, for commer- 
cially viable projects that would be un- 
able to proceed without government sup- 
port. For feasibility studies, assistance is 
up to 100 percent of the cost, to a maxi- 
mum of $10,000; for project support, 
assistance is up to 75 percent of the 
direct cost of the work required to apply 
commercially available standard micro- 
electronic devices to products or proc- 
esses, to a maximum of $100,000; for cus- 
tom microcircuit design, assistance is up 
to 75 percent of the direct cost of design- 
ing a custom microelectronic device, to a 
maximum of $100,000. Contact: Depart- 
ment of Regional Industrial Expansion, 
Microelectronics and Instrumentation 
Division, Electrical and Electronics 
Branch, Ottawa K1A OH5 


Institutional Assistance Program 


Firms contract research services on a 
' cost-recovery basis with an individual 
non-profit institution funded under the 


program. Contact: Technology Programs, 
Department of Regional Industrial Expan- 
sion, Ottawa K1A OH5 


Fashion Design Assistance 
Program 


To strengthen Canadian fashion design 
capabilities and promote Canadian 
fashion design, assistance in the form of 
internship, training-in-industry, grants for 
special courses and promotions are avail- 
able to Canadian textile, apparel and 
related businesses. Contact: Fashion 
Canada, Ottawa K1A OH5 


Design Canada 


Financial assistance, management train- 
ing, technical advisory assistance, infor- 
mation seminars and encouragement of 
design professions are offered to individ- 
uals or small- and medium-sized busi- 
nesses interested in product improvement 
or advanced design studies. Contact: 
Design Canada (62), Department of Re- 
gional Industrial Expansion, Ottawa 
K1A OH5 


Protein, Oil and Starch (POS) 
Pilot Plant Corporation 


Experimental facilities for work to 
develop technology for processing grains 
and oilseeds are available at a fee to any 
Canadian business. Contact: POS Pilot 
Project, Saskatoon, Saskatchewan, or 
Department of Regional Industrial Expan- 
sion, Ottawa K1A OHS 


Industry Energy Research and 
Development Program (IERD) 


Contributions of up to 50 percent of 
the total estimated costs of approved 
projects are available to encourage 
research and development of new and im- 
proved processes and equipment that will 
reduce energy consumption in industry 
and ensure the widest possible use of 
technology. All Canadian companies, con- 
sulting firms, and trade and research asso- 
ciations are eligible. Contact: Department 
of Regional Industrial Expansion, Ottawa 
K1A OH5 


Defence Industry Productivity 
Program (DIP) 


Any Canadian secondary manufacturer 
involved in the production of defence 
products is eligible for assistance that 
may cover the development of products 
for export, acquisition of modern ma- 
chine tools and other advanced equip- 
ment, and pre-production expenses to es- 


tablish manufacturing sources in Canada 
for export markets. Approved research 
and development projects may receive 
contributions of up to 50 percent of eligi- 
ble costs; machinery acquisitions and 
other production costs may be assisted 
up to 50 percent and be eligible for loan 
guarantees of up to 50 percent. Contact: 
Department of Regional Industrial Expan- 
sion, Ottawa K1A OH5 


Enterprise Development Program 


Designed to encourage the growth of 
small- and medium-sized manufacturing 
and processing firms by assisting qualified 
companies to improve their viability and 
international competitiveness, the pro- 
gram provides: insurance of up to 90 per- 
cent in support of term loans made by 
private lenders to manufacturers and 
processors to restructure their operations 
or supplement working capital when nor- 
mal financing is not available on reason- 
able terms; contributions of up to 75 per- 
cent of eligible costs for research and 
development and design projects, pro- 
vided the project represents a significant 
burden on the company’s resources; and 
contributions of up to 75 percent to 
engage consultants for market feasibility 
studies, productivity enhancement stud- 
ies, product development and design and 
pollution technology projects. Contact: 
Department of Regional Industrial Expan- 
sion, Program Branch 41/A, Ottawa 
K1A OH5 


Department of Energy, 
Mines and Resources 


Canada Centre for Mineral and 
Energy Technology (CANMET) 


On a cost-recovery basis the centre re- 
sponds to industry requests to conduct, 
sponsor and contract applied research 
and development on mineral, metal and 
fossil fuel technology. Contact: CANMET, 
Technology Information Division, Depart- 
ment of Energy, Mines and Resources, 
Ottawa K1A 0G1 


Energy Research and 
Development 


Consultants and businesses engaged in 
energy research are awarded contracts to 
explore new energy sources and commer- 
cialization, for example, alternatives to 
gasoline and increased energy efficiency. 
Contact: Department of Energy, Mines 
and Resources, Ottawa K1A OEF4 
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Department of the 
Environment 


Energy from the Forests (ENFOR) 


Contracts are awarded to Canadian 
organizations to undertake research and 
development projects to substitute forest 
biomass for petroleum. Contact: ENFOR 
Secretariat, Department of the Environ- 
ment, Ottawa K1A 1G5 


Development and Demonstration 
of Research and Energy 
Conservation Technology 
Program (DRECT) 


Designed to help the private sector to 
develop and demonstrate equipment, 
systems or products to recover or other- 
wise save energy through resource recov- 
ery, the program supports business propo- 
sals to develop and construct energy- 
recovery or energy-saving prototypes and 
demonstration installations. Contact: 
DRECT Secretariat, Department of the 
Environment, Ottawa K1A 1C8 


Water Pollution Technology 


The Wastewater Technology Centre has 
facilities to solve waste treatment and 
disposal problems. Equipment is available 
for rent. Through the Research and Devel- 
opment Program, contracts are awarded 
for oilspills technology research and 
development. Contact: Department of the 
Environment, Ottawa K1A 1C8 


Forestry Services, Research and 
Development 


Advice and information is available to 
help provinces and industry effectively 
manage and use our forest resources. It 
researches ways to improve forest produc- 
tivity, including studies of soils, fertilizers, 
genetics, insects and disease control and 
true biology. Contact: Department of the 
Environment, Ottawa K1A 1G5 


Canada Employment and 
Immigration Commission 


New Technology Employment 
Program 
The program is designed to create em- 


ployment for qualified post-secondary 
graduates in technologically innovative 


work in manufacturing, product develop- 
ment, small-scale energy conservation and 
alternative energy technology by contrib- 
uting up to 75 percent of wages to a 
maximum of $290 per week per job for a 
maximum of 12 months, to a limit of 
$150,000 per employer. Small private- 
sector firms, individuals, associations, 
community colleges, universities, research 
institutes and community organizations 
are eligible to become employers. Con- 
tact: Canada Employment and Immigra- 
tion Commission, Ottawa K1A 0J9 


Canola Council of Canada 


Canola Utilization Assistance 
Program 


Funding for research and development 
for improving manufacture and increasing 
commercialization of rapeseed products 
is provided to universities and private 
research institutions. Contact: Canola 
Council of Canada, Room 301, 433 Main 
Street, Winnipeg, Manitoba R3B 1B3 


Public Works Canada 


Construction Technical Systems 
Support 


Computer design programs are avail- 
able to consulting firms and other mem- 
bers of the public for energy analysis, 
design and construction, etc. Contact: 
Technical Systems Secretariat, Public 
Works Canada, K1A 0M2 


Department of 
Communications 


Technical Support for Space- 
Related Industry 


David Florida Laboratory provides test- 
ing facilities on a cost-recovery basis for 
assembling and testing space hardware. 
The High Reliability Laboratory accepts 
only specialized, complex space tech- 
nology problems on a cost-recovery basis. 
Contact: Communications Research 
Centre, Department of Communications, 
Box 11490, Station H, Ottawa K2H 8S2 


Canada Mortgage and 
Housing Corporation 


Housing Technology Incentives 
Program 


Up to $10,000 may be contributed for 
the development and implementation of 


new ideas that increase the utility or per- 
formance of housing through improve- 
ments in design, construction or products. 
Energy conservation and housing rehabili- 
tation are priorities. Any Canadian firm 
or individual may submit a proposal. Pro- 
posals must produce a practical demon- 
stration and have potential to meet the 
National Building Code and Residential 
Standards. Contact: Canada Mortgage and 
Housing Corporation, Ottawa K1A OP7 


Department of Supply and 
Services 


Contracting-Out 


The Department of Supply and Services 
manages a contracting system and main- 
tains lists of potential contractors to 
encourage private-sector research for 
government requirements. Contact: 
Department of Supply and Services, 
Ottawa K1A 0S5 


Unsolicited Proposals for 
Research and Development 


Interested Canadian firms submit un- 
solicited proposals for research and 
development projects they feel relevant 
to some government program. Depart- 
ments examine the proposals within their 
specific mandate. If a department sup- 
ports a proposal and is able to fund its 
implementation, it is usually approved. 
The Department of Supply and Services 
unsolicited proposals fund provides 
bridge financing to initiate projects pend- 
ing their incorporation in departmental 
budgets. Contact: Science Centre, Supply 
and Services Canada, Ottawa K1A 0S6 


Canertech 


Firms with interests in energy conserva- 
tion and renewable technology are eligi- 
ble for this program which offers partici- 
pation in joint ventures, equity invest- 
ments, commercialization and marketing. 
Contact: Canertech, c/o Petro-Canada, 350 
Sparks Street, Suite 306, Ottawa K1R 7S8 


Federal Business 
Development Bank 


Businesses with a reasonable chance of 
success but unable to attract needed 
financing on reasonable conditions may 
obtain financial aid including loans, loan 
guarantees, interim financing and equity 
financing, and management services. Con- 
tact: Public Affairs Department, Federal 
Business Development Bank, Box 6021, 
Montreal, Quebec H3C 3C3 
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Agriculture Canada 


New Crop Development Fund 


Designed to stimulate the development 
and adaptation of new crops, varieties 
and production practices, or new growing 
areas for established crops that offer pro- 
mise to Canadian agriculture, the fund 
contributes up to 50 percent of eligible 
costs for commercially or provincially 
sponsored proposals, more for non- 
commercial ones. Canadian-incorporated 
commercial organizations, industrial and 
producer organizations, universities, pro- 
vincial agencies and non-profit groups are 
eligible. Contact: Marketing Services Divi- 
sion, Marketing and Economics Branch, 
Agriculture Canada, Ottawa K1A 0C5 


Agricultural Engineering 
Research and Development 
(AERD) 


Funds are provided for proposals solic- 
ited through the Science Procurement 
System of the Department of Supply and 
Services, to improve such areas as mecha- 
nization, buildings and energy utilization 
for farmers and to assist Canadian indus- 
try in increasing the agricultural engi- 
neering research and development effort. 
Proposals can be made in response to 
advertised general program priorities or 
specific requirements, or on the initiative 
of the proposer who recognizes a pre- 
viously unmet need for specific work. 
Contact: Research Branch, Agriculture 
Canada, Ottawa K1A 0C5 


Revenue Canada — 
Taxation 


Special Research and 
Development Investment Tax 
Credit 


A tax credit of 20 percent in the Atlan- 
tic provinces and Gaspé, 10 percent else- 
where in Canada, is available for scienti- 
fic research expenditures. Both capital 
and current expenditures may be claimed 
in the year in which the expenditure is 
made, to a calculable maximum. Unused 
credit may be carried forward to reduce 
taxes for up to five years. Contact: Corpo- 
rate Rulings Directorate, Revenue Canada 
— Taxation, 875 Heron Road, Ottawa 
K1A OL8 


Research and Development 
Write-Off and Special Deduction 


To encourage Canadian research and 
development efforts, a write-off of 
100 percent of current and capital expen- 
ditures may be claimed in the year they 
are made. Until 1988 an additional deduc- 


tion may be made by incorporated busi- 
nesses, of 50 percent of the firm’s in- 
crease in research and development 
expenditures over its previous three-year 
average. Contact: Corporate Rulings 
Directorate, Revenue Canada — Taxation, 
875 Heron Road, Ottawa K1A OL8 


Provincial programs 


Newfoundland 


Market and Product 
Development Program 


Marketing and product development 
assistance in the form of non-repayable 
grants of up to 50 percent of the total 
project cost, to a maximum of $50,000, is 
available to companies that manufacture 
and market goods outside or within New- 
foundland. Contact: Department of Devel- 
opment, St. John’s, Newfoundland 
INC BH 


Product Design and Marketing 
Program 


Non-repayable grants of up to 90 per- 
cent of the project cost are available for 
the design or improvement of products 
and for the establishment of marketing 
strategies and programs. Contact: Depart- 
ment of Development, St. John’s, New- 
foundland A1C 517 


Research and Product 
Development 


Small- to medium-sized primary pro- 
ducers, processors and manufacturers are 
eligible for non-repayable grants of up to 
75 percent of total costs, to a maximum 
of $7,500, for research and development 
projects. Contact: Department of Rural, 
Agricultural and Northern Development, 
6th Floor, Atlantic Place, St. John’s, New- 
foundland A1C 1A8 


Nova Scotia 


Product Development Program 


Nova Scotia manufacturers and proc- 
essors may obtain up to 75 percent of 
approved costs, to a maximum of $15,000 
toward a $20,000 project, to improve 
product quality and design, to develop 
new products, to enhance product devel- 
opment management, and to establish 
effective marketing strategies and pro- 
grams. Contact: Department of Develop- 
ment, P.O. Box 519, 5151 George Street, 
Halifax, Nova Scotia B3J 2R7 


Prince Edward Island 


New Products Certification 
Program 


In obtaining efficiency ratings and cer- 
tification of new products to comply with 
provincial and federal registration, Prince 
Edward Island businesses who will manu- 
facture the product in PEI may claim up 
to 75 percent of approved costs, to a 
maximum of $10,000 per product. Eligible 
costs may include laboratory tests; ship- 
ping; specifications or drawings; travel, 
accommodation and living expenses; sup- 
port equipment. The cost of production 
of the unit itself is not eligible. Contact: 
Department of Industry, Tourism and 
Energy, P.O. Box 2000, Charlottetown, 
P.E.1. C1A 7N8 


Market Development Centre 


A marketing consulting service is pro- 
vided free (at shared cost in the case of a 
major project), to Prince Edward Island- 
based primary producers, processors and 
manufacturers. The centre is intended to 
strengthen domestic markets, to develop 
international markets, to encourage busi- 
ness to take advantage of identified mar- 
ket opportunities, to improve the image 
of P.E.I. products in all major markets, to 
provide assistance in package design, 
labelling and sales promotion, to develop 
new products, reformulate existing prod- 
ucts and provide quality control services, 
and to provide a market information serv- 
ice. Contact: Market Development Centre, 
P.O. Box 1510, Charlottetown, P.E.I. 

C1A 7N3 


Product Development 
Management Program 


Assistance is available to manufac- 
turers introducing a new product. Eligible 
costs include project feasibility studies, 
research and development, product 
design, production planning and market 
research, product models and prototypes, 
prototype testing, development of prod- 
uct specifications, and industrial graphics 
and packaging design. Contact: Depart- 
ment of Industry, Tourism and Energy, 
P.O. Box 2000, Charlottetown, P.E.I. 

C1A 7N8 


New Brunswick 


Product Development 
Management Program 

Assistance is available to manufac- 
turers introducing a new product. Eligible 
costs include project feasibility studies, 
research and development, product 
design, production planning and market 
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research, product models and prototypes, 
prototype testing, development of prod- 
uct specifications, and industrial graphics 
and packaging design. Contact: Depart- 
ment of Commerce and Development, 
Industrial Development Branch, P.O. 

Box 6000, Fredericton, New Brunswick 
ES basil 


Research and Productivity 
Council 


The council provides significant scienti- 
fic and technological capacity in certain 
fields, promotes the qualitative as well as 
quantitative benefits of research and 
industrial technology, provides indepen- 
dent technical and scientific advice to 
industry, concentrates on applied 
research, and attempts to shorten the 
time lag between the discovery of new 
processes, techniques and methods and 
materials and their useful application in 
business, industry and government in New 
Brunswick and elsewhere. Scientific, engi- 
neering, technical and management serv- 
ices are available to governments and 
companies in primary, manufacturing and 
service industries, usually on a contract 
basis. Contact: Research and Productivity 
Council, P.O. Box 1236, College Hill 
Road, Fredericton, New Brunswick 
E3B 5C8 


Quebec 


Technological Information 
Service 


To disseminate technological, industrial 
and commercial information to Quebec 
business, the service provides telephone 
industrial information to industry; consul- 
tation on metric conversion (in-plant semi- 
nars, Conversion plans); an information 
and awareness program on new energy 
sources for Quebec business; an industrial 
information bank; technological develop- 
ment assistance programs for businesses. 
No financial assistance is available. Con- 
tact: Quebec Industrial Research Centre, 
Department of Industry, Commerce and 
Tourism, at P.O. Box 570, 245 Hymus 
Boulevard, Pointe Claire, Quebec 
H9R 4S6, or at P.O. Box 9038, 333 Fran- 
quet Street, Sainte-Foy, Quebec G1V 4C7 


Research and Development 
Service 


Research and development is under- 
taken by a multidisciplinary team in co- 
operation with businesses. Design assist- 
ance and a support program are offered 
in cooperation with Design Canada. No 
financial assistance is available. Contact: 
Department of Industry, Commerce and 
Tourism, 710 Place d’Youville, Quebec, 
Quebec G1R 4Y4 


Industrial Renewal Fund 


Business may withdraw the lower of 
25 percent of an eligible expenditure or 
the balance of the sum deposited in its 
name by the Quebec Minister of Revenue 
of Quebec. (Half of the provincial taxes 
the company has paid may be deposited 
in the fund.) The company must spend 
$20,000 within 12 months of being grant- 
ed a certificate for, among other things, 
increased research and development, 
design, improvement or implementation 
of production procedures or, products. 
The program is designed to permit small 
and medium enterprises to plan expan- 
sions, to encourage reinvestment of pro- 
fits and to ease the financing of plans to 
improve their procedures. Contact: Indus- 
trial Renewal Fund Administration, 
Department of Industry, Commerce and 
Tourism, 710 Place d’Youville, Quebec, 
Quebec G1R 4Y4 


Ontario 


Program to Encourage Products 
and Process Innovation 


Investors or small business entrepre- 
neurs based in Ontario may obtain up to 
100 percent of eligible costs, to a maxi- 
mum of $10,000 to create prototypes of 
new inventions and to prove their feasibil- 
ity. Projects of up to $15,000 that have 
sound market potential and adequate 
patent protection are eligible. Contact: 
Ministry of Industry and Tourism, Small 
Business Development Branch, Queen’s 
Park, Toronto, Ontario M7A 2E1 


Industrial Engineering Assistance 
Program 


To assist Ontario-based manufacturers 
experiencing problems such as high pro- 
duction costs and low productivity, free- 
of-charge industrial counselling may be 
provided in areas such as facility design, 
selection and design of tools and equip- 
ment, planning and control systems, job 
evaluation systems, and office systems 
and procedures. Contact: Ministry of 
Industry and Tourism, Small Business 
Development Branch, Queen’s Park, 
Toronto, Ontario M7A 2E1 


Manitoba 


Industrial Technology Centre 


The centre was set up to enhance the 
viability of existing industries, stimulate 
creation of manufacturing enterprises 


based on new technology and make com- 
panies aware of the benefits of using con- 
temporary technology. Scientific and 
technical services available to private 
companies include material and product 
evaluation and testing and product and 
process development. Contact: Industrial 
Technology Centre, Manitoba Research 
Council, Department of Economic Devel- 
opment and Tourism, 1329 Niakwa Road, 
Winnipeg, Manitoba R2) 2T4 


Canadian Food Products 
Development 


Individuals and companies involved in 
the food and beverage and feed indus- 
tries may obtain technical assistance 
including use of pilot plant facilities for 
simulating production processes, eval- 
uating equipment, etc.; information on 
equipment, procedures, data interpreta- 
tion, government support programs, etc.; 
microbiological and chemical evaluation 
and testing of food products; and product 
development assistance. Contact: Cana- 
dian Food Products Development Centre, 
Manitoba Research Council, P.O. Box 
1240, 810 Phillips Street, Portage la 
Prairie, Manitoba RIN 3J9 


Industrial Benefits Program 


The program is designed to assist new 
investors and expanding businesses to 
find Manitoba suppliers, and to assist 
Manitoba suppliers in meeting the needs 
of investors. Activities include the compi- 
lation of a sourcing directory, assisting 
investors to identify their needs, matching 
the needs with the firms listed in the 
directory, and assisting Manitoba-based 
firms in developing new technology and 
marketing. Contact: Industrial Benefits 
Branch, Department of Economic Devel- 
opment and Tourism, Winnipeg, Manitoba 
R3C OV8 


Manitoba Design Institute 


The institute provides design consulting 
and advisory assistance to manufacturers 
for design research and product innova- 
tion. Cost-shared funding is available for 
design projects — packaging design, bro- 
chure design, corporate identity, and 
product design improvement. Contact: 
Manitoba Design Institute, 155 Carlton 
Street, Winnipeg, Manitoba R3C 3H8 


Microelectronics Centre 


Contract technology support is avail- 
able to the industrial community. Con- 
tact: Department of Economic Develop- 
ment and Tourism, Winnipeg, Manitoba 
R3C OV8 
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Industry Sector Development 
Program 


Expertise and non-financial support are 
available to assist in evaluating new 
opportunities, particularly in six sectors: 
aerospace, electronics, food and bever- 
age, health care products, light machinery, 
transportation equipment. Contact: 
Department of Economic Development 
and Tourism, Winnipeg, Manitoba 
R3C OV8 


Saskatchewan 


Product Development Program 


Manufacturing and processing firms 
may receive assistance of 50 percent of 
the costs of approved projects, to a maxi- 
mum of $10,000 to develop new products, 
upgrade existing products and develop 
special processes. Contact: Department of 
Industry and Commerce, 7th Floor, Power 
Building, Regina, Saskatchewan S4P 3V7 


Product Development 
Management Program 


Consulting assistance is available to 
manufacturing and processing firms intro- 
ducing new or improved products into the 
market, including a professional review of 
the company’s product development 
plans and recommendations for carrying 
out these plans. The company shares 
from 10 to 25 percent of the approved 
costs for assistance in management and 
technology design, marketing and feasibil- 
ity studies, including prototyping and pro- 
duction drawings. Contact: Department of 
Industry and Commerce, 7th Floor, Power 
Building, Regina, Saskatchewan S4P 3Y7 
or Saskatchewan Research Council, Indus- 
trial Services Division, 30 Campus Drive, 
Saskatoon S7N OX1 


Special Technological Consulting 
Services 


Assistance in product design, value 
analysis, metallurgical failure analysis, 
~machine health monitoring and manufac- 
turing technology is available. Contact: 
Industrial Services Division, Saskatchewan 
Research Council, 30 Campus Drive, Sas- 
katoon, Saskatchewan S7N OX1 


Alberta 


Product Development Program 


_ Manufacturers located in Alberta may 
claim up to 75 percent of eligible costs 
of projects not exceeding $30,000 to in- 
crease their in-house design management 
‘understanding and capability. Contact: 
PDP Program Manager, Department of 
Economic Development, 10909 Jasper 
Avenue, Edmonton, Alberta T5) 3M8 


Product Design and Marketing 
Program 


Industrial technology grants are avail- 
able to Alberta-based firms. Contact: 
Department of Economic Development, 
10909 Jasper Avenue, Edmonton, Alberta 
T5J 3M8 


British Columbia 


Technical Assistance Program 


The program is designed to assist pro- 
posed and existing British Columbia-based 
manufacturers, processors, and service- 
related manufacturers and processors 
with the costs of hiring consultants to do 
market and feasibility studies, testing and 
product improvement studies in order to 
expand facilities, diversify product line, 
create jobs or establish a new business. 
Up to 50 percent of consultant fees and 
50 percent of the costs of studies may be 
claimed, to a maximum of $5,000. Con- 
tact: Ministry of Industry and Small Busi- 
ness Development, Victoria, B.C. V8V 1X4 


Research Grants 


Grants ranging from $10,000 to 
$200,000 are available to individuals in 
both the public and private sectors to fur- 
ther their research. Awards are made for 
research in eight categories: agriculture 
and food; aquatic sciences; electronics 
and communications; energy; forests and 
forest products; manufacturing; mining, 
minerals and metals; and transportation. 
Contact: Science Council of British 
Columbia, c/o Secretariat on Science, 
Research and Development, 301-7671 
Alderbridge Way, Richmond, B.C. 

V6X 1Z9 


Graduate Research in 
Engineering and Technology 


Scholarships are provided for graduate 
students engaged in scientific and engi- 
neering research in B.C. universities, 
industries and government, to encourage 
graduate students to work on research 
projects of interest to local companies. 
The $6,000 scholarships may run for a 
maximum of three years. Projects must be 
undertaken in cooperation with local 
industries or organizations. Contact: 
Science Council of British Columbia, c/o 
Secretariat on Science, Research and 
Development, 301-7671 Alderbridge Way, 
Richmond, B.C. V6X 1Z9 


Health Care Research 
Foundation Research Grants 


Grants to support medical and health 
care research related to priority British 
Columbia problems are based on the 


experience and training of the individual 
Or group applying. Equipment that cannot 
be obtained from other sources may also 
be purchased. Contact: Science Council 
of British Columbia, c/o Secretariat on 
Science, Research and Development, 
301-7671 Alderbridge Way, Richmond, 
B.C. V6X 1Z9 


Industrial Development 
Subsidiary Agreement 


One program assists businesses to 
undertake market and economic feasibil- 
ity studies so that they will be able to 
implement their ideas and thus accelerate 
the creation of new economic Opportuni- 
ties and jobs. Up to 50 percent of the 
total cost, to a maximum of $50,000, may 
be available for firm-specific market stud- 
ies and economic feasibility studies re- 
lated to manufacturing and processing. 
Research related to product design and 
development is not eligible. 

A second program supports consultant 
studies of specific industrial Opportunities 
that have demonstrable positive benefits 
for the province and its economy. Non- 
firm-specific research projects may be 
funded up to 100 percent, firm-specific 
research up to 50 percent, to maximum 
of $50,000. 

Studies must be related to industries or 
regions within the eligible area. Neither 
program is available in the Lower Main- 
land or Southern Vancouver Island, and 
all studies will be made available to the 
public. Contact: IDSA Research Program 
Coordinator, Ministry of Industry and 
Small Business Development, Victoria, 
B.C. V8V 1X4 


Northwest Territories 


NWT Financial Assistance 
Programs 


The Government of the Northwest 
Territories administers a number of finan- 
cial assistance programs to promote the 
development of economic activity and 
the creation of jobs in the NWT by assist- 
ing business operations and related activi- 
ties. Special emphasis is given to busi- 
nesses owned or operated by the Terri- 
tories’ original peoples. Assistance may 
include immediate interim financing to 
resident business enterprises, and seed 
capital funds to complement develop- 
ment loans. Special ARDA cash grants are 
given for projects that provide jobs and 
improve incomes and opportunities of 
people of Indian and Inuit ancestry. Con- 
tact: Government of the Northwest Terri- 
tories, Box 1320, Yellowknife, NWT 
X1A 2L9 


FOREIGN INVESTMENT REVIEW — Spring 1982 33 


Statistical tables 


REVIEWABLE ACQUISITION 
CASES* 


Table 1 — Outcome or status 


1977 1978 1979 1980 1981 
Reviewable new cases 261 360 380 337 341 
Carryover from previous period 65 73 106 114 125 
Total of above 326 433 486 451 464 
Total resolved 253 327 372 328 287 
Allowed 231 282 320 249 230 
Disallowed 2 28 24 37 29 
Withdrawn 10 17 28 42 28 
Carried over to next period 73 106 114 123 177 
Allowed cases as percentage of resolved (%) 91 86 86 76 80 
Value of assets, all cases ($000,000) 1,145 4,489 4049 3,988 8,320 
Table 2 — Country of control 
1977 1978 1979 1980 1981 
Total 261 360 380 337 341 
United States 171 243 248 197 202 
United Kingdom 40 47 52 53 46 
Other Western Europe 41 52 68 65 70 
Austria - - 1 - - 
Belgium 2 il 2 1 4 
Denmark 2 1 1 1 2 
Finland - - 2 3 2 
France 5 9 12 WW 
Germany, West 15 17 22 20 21 
Greece - - 1 - - 
Italy 3 1 2 2 z 
Liechtenstein - 1 1 2 - 
Luxembourg - 1 - - - 
Netherlands 4 8 6 i 4 
Norway - 1 - 1 2 
Spain - - 1 - - 
Sweden 2D 7 13 6 9 
Switzerland 7 ) if 10 12 
All other 9 18 ez 1p 23 
Australia 1 - 3 4 2 
Bermuda ~ - 1 1 2 
Japan 2 2 3 
Others 5 11 6 15 I 
Allowed cases as percentage of resolved % % % % % 
United States 91 87 85 74 75 
United Kingdom 95 78 87 79 78 
Other Western Europe 90 89 88 78 92 
All other 80 80 23} 76 90 
Table 3 — Industrial sector 
Se 1978 1979 1980 1981 
Total 261 360 380 337 341 
Primary 20 30 29 Ue 17 
Agriculture, fishing and trapping 4 5 4 1 2} 
Forestry 1 1 - 2 = 
Mines, quarries, oil wells 15 24 25 14 14 
Manufacturing 108 162 178 141 132 
Food, beverage and tobacco 15 15 14 14 6 
Rubber, plastic and leather 6 12 5 6 8 
Textiles, knitting and clothing 5 4 14 If 10 
Wood, furniture and paper 2 14 10 8 15 
Printing, publishing, and allied 2 4 5 4 6 
Primary metal and metal fabrication iW 20 34 24 22 
Machinery and transport equipment 14 28 43 23 22 
Electrical products 12 16 20 17 10 
Non-metallic mineral products 5 8 4 6 5 
Petroleum and coal products 1 1 1 = 1 
Chemical 10 DD, tthz 172 lve 
Miscellaneous 14 18 11 20 10 
Construction and services 11383 168 AIZASs 179 192 
Construction 3 1 6 6 15 
Transportation, communication, utilities 10 10 9 9 8 
Trade 72 101 93 93 83 
Finance, insurance, real estate 15 19 12 27 19 
Community, business, personal services 33 37 53 44 67 


*Provision for review of acquisitions came into force April 9, 1974. 
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SLL neces cee ee 
———— nS 


REVIEWABLE NEW BUSINESS 


CASES* 


Table 4 — Outcome or status 


1977 1978 1979 1980 1981 
Reviewable new cases 328 331 379 398 421 
Carryover from previous period 58 52 64 70 {PE 
Total of above 386 383 443 468 550 
Total resolved 334 319 373 339 347 
Allowed 297 273 323 287 247 
Disallowed 12 21 22 27 43 
Withdrawn 25 25 28 25 57 
Carried over to next period 52 64 70 129 203 
Allowed cases as percentage of resolved (%) 89 86 87 85 71 
Planned investment, all cases ($000,000) 803 323 202 1,005 1,068 
Table 5 — Country of control 
1977 1978 1979 1980 1981 
Total 328 331 379 398 421 
United States 184 192 205 223 237, 
United Kingdom yall 26 45 37 40 
Other Western Europe 85 80 82 111 78 
Austria - 3 = 3 E 
Belgium = 1 5 1 2 
Denmark 6 4 2 7 PD 
Finland 1 1 7 1 4 
France 17 16 15 23 A9 
Germany, West 26 18 19 25 23 
Gibraltar = = = 1 = 
Greece 1 1 e 1 3 
Ireland - 1 1 - de 
Italy 10 10 6 14 4 
Liechtenstein = = = 1 = 
Luxembourg - 1 - 1 1 
Monaco 1 - - - - 
Netherlands 3 1 4 2 8 
Norway 3 3 1 3. 1 
Portugal - 1 - - ~ 
Spain - 2 1 2 - 
Sweden 9 5 6 9 5 
Switzerland 8 12 1S if 8 
All other 28° 33 47 27 66 
Australia 3 3 2 3 1 
Hong Kong 3 3 4 6 Bf 
India il 1 1 - 3 
Japan 10 6 7 3 14 
Others lal 20 23 tS 21 
Allowed cases as percentage of resolved % % % % % 
United States 88 86 86 84 71 
United Kingdom 82 81° 92 83 76 
Other Western Europe 95 87 88 89 75 
All other 81 82" 83 75 61 
Table 6 — Industrial sector 
1977, 1978 1979 1980 1981 
Total 328 331 379 398 421 
Primary 22 27 16 42 23 
Agriculture, fishing and trapping 6 2 - if 4 
Forestry 2 2 1 2 - 
Mines, quarries, oil wells 14 23 15 33 19 
Manufacturing 94 99 100 126 118 
Food, beverage and tobacco 7 6 iM 11 5 
Rubber, plastic and leather 5 5 9 11 10 
Textiles, knitting and clothing 9 5 8 6 10 
Wood, furniture and paper 5 6 we) 14 9 
Printing, publishing, and allied - 4 5 4 3 
Primary metal and metal fabrication 19 12 13 24 21 
Machinery and transport equipment 19 Ug) 20 18 MS 
Electrical products 5 7 8 a3 7 
Non-metallic mineral products 5 6 1 5 6 
Petroleum and coal products - - - 1 1 
Chemical 3 6 7 9 10 
Miscellaneous 17 23 9 10 13 
Construction and services 212 205 263 230 280 
Construction 4 14 12 a2 18 
Transportation, communication, utilities 5) 11 UN 7 11 
Trade 133 103 156 129 149 
Finance, insurance, real estate 16 ul 14 7 1a 
Community, business, personal services 54 66 70 75 91 


*Provisions for review of new businesses came into force October 15, 1975 
"Revised. 
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News briefs 


Edward C. Lumley, P.C., M.P. 


Robert L. Richardson 


New Minister for FIRA 


Effective September 30, 1982, the Honoura- 
ble Edward C. Lumley replaced the Honoura- 
ble Herb Gray as Minister of Regional Industrial 
Expansion, and therefore as the minister re- 
sponsible for the administration of the Foreign 
Investment Review Act. Mr. Lumley was pre- 
viously Minister of State (International Trade). 

Mr. Lumley, 43, began his career in an inter- 
national soft drink company, working in a 
number of capacities, but primarily in sales 
management and franchise consulting. He 
later became president of a private company 
in the soft drink and vending industry. 

Mr. Lumley has been an active parliamentar- 
ian, serving on the Standing Committee on Re- 
gional Development, as official parliamentary 
observer to the United Nations, and as a 
member of numerous Canadian delegations 
to international meetings, including the North 
Atlantic Assembly, the Canada-U.S. Interparlia- 
mentary Meeting, and International Monetary 
Fund, World Bank, and Inter-American Bank 
meetings. Before being appointed Minister of 
State for Trade in 1980, Mr. Lumley served as 
parliamentary secretary to the ministers of Re- 
gional Economic Expansion and Finance. 

Among the other Cabinet appointments 
made September 30 were the Honourable 
Gerald Regan, Minister of State (International 
Trade); the Honourable Charles Lapointe, 
Minister of State (External Relations); the 
Honourable Donald Johnston, Minister of 
State for Economic Development and Minister 
of State for Science and Technology, and the 
Honourable Herb Gray, President of the 
Treasury Board. 

In an earlier announcement, the Honourable 
Allan MacEachen was named Minister of Exter- 
nal Affairs; the Honourable Marc Lalonde, 
Minister of Finance; and the Honourable Jean 
Chrétien, Minister of Energy, Mines and 
Resources. 


FIRA gets new Commissioner 


After more than eight years with the Foreign 
Investment Review Agency, six of them as its 
Commissioner, J.E. Gorse Howarth, M.B.E., has 
been appointed President of the Canadian 
Commercial Corporation, effective October 
15, 1982. Mr. Howarth has been replaced by 
Robert L. Richardson, former Deputy Secretary 
of the Programs Branch of the Treasury Board 
Secretariat. 

The new Commissioner, Mr. Richardson, 52, 
assisted the President of the Treasury Board in 
a special assignment related to administered 
prices under the Government’s economic 
renewal program immediately before his trans- 
fer to the Agency. Mr. Richardson spent 11 
years in foreign postings with the Department 
of Industry, Trade and Commerce, and 
worked for the Public Service Commission 
and the Department of Finance before joining 


the Treasury Board Secretariat in 1971. Mr. 
Richardson has also helped to run his own 
small furniture factory for the past seven years. 


Administrative changes under 
FIR Act 


More foreign investment proposals will be 
eligible for review under the abbreviated 
procedures as a result of administrative 
changes under the Foreign Investment Review 
Act announced in the June 1982 budget of the 
Government of Canada. The abbreviated 
procedure requires only a short-form notice 
and leads to a decision, in most cases, within 
three to four weeks. 

All investment proposals involving less than 
$5 million in gross assets and fewer than 200 
employees will now be eligible for the short 
procedures. Previously the ceiling was $2 mil- 
lion in gross assets and 100 employees. With 
the higher ceilings, approximately 95 percent 
of new business investments and 80 percent 
of direct acquisitions will be eligible for con- 
sideration under the shortened procedures. 

Indirect acquisitions — those involving the 
transfer of control of a Canadian business 
through a foreign merger or takeover of its for- 
eign parent — involving gross assets not ex- 
ceeding $15 million and fewer than 600 em- 
ployees will also be eligible for review under 
the short-form procedures. About 80 percent 
of indirect acquisitions will now qualify for the 
abbreviated procedures. 

In the budget the Government expressed 
its determination to avoid unnecessary delays 
in the review process and to focus it on invest- 
ments that have very considerable economic 
effects or involve important Canadian inter- 
ests. Thus investments eligible for the abbre- 
viated procedure will be subject to the full 
review procedure only in exceptional circum- 
stances, where the investment appears to 
raise important policy issues. 

Further administrative measures to provide 
greater clarity about the interpretation of the 
Act and to streamline the decision-making 
process were announced in mid-August. 

The Foreign Investment Review Agency has 
been authorized to issue interpretation notes 
covering provisions and expressions used in 
the Act that experience has shown to be diffi- 
cult to interpret. Six notes are being issued ini- 
tially; others will follow as required. The first 
set of notes covers limited partnerships, single 
or isolated contracts, rights to acquire shares 
or property, businesses that have ceased oper- 
ations, and the phrases “part of a business 
capable of being carried on as a separate busi- 
ness” and “‘substantially all of the property 
used in carrying on the business”. 

The Agency has also been authorized to 
provide formal opinions to investors on 
whether or not their investments are subject 
to review under the Act. Such opinions had 
previously been given on an informal basis to 
assist and guide investors. 
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Retrospective 
on Canada-U:S. 
relations 


by Donald Barry 


Donald Barry is an assistant professor in the 
Department of Political Science at the University of 
Calgary, Calgary, Alberta. 


During the past 15 years, Canada-U.S. relations have undergone signifi- 
cant changes. The world in which a special relationship had developed 
and thrived between Canada and the United States has evolved to a 
point where both countries have found it necessary to reassess and 
adjust their approaches to international relations in general and their bila- 


teral relations in particular. 
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Canada and the United States emerged 
from the Second World War closely allied and 
sharing a determination to restore stability 
and security in a world shattered by years of 
war. Both countries entered the immediate 
post-war years shouldering new international 
responsibilities, the United States as the lead- 
ing nation in the Western Alliance and 
Canada as one of the alliance’s strongest 
members. Both countries were instrumental in 
the creation of the North Atlantic Treaty Or- 
ganization in 1949. This intense cooperation 
on the world stage was accompanied by close 
collaboration in their bilateral relations. This 
was exemplefied by their agreement on the 
joint construction of the St. Lawrence Seaway 
in 1953, the creation of the North American 
Air Defence Command (now the North Ameri- 
can Aerospace Defence Command) in 1958, 
the Defence Production Sharing Arrangement 
in 1959, and the Automotive Agreement in 
1965, which created free trade between 
Canada and the United States in automotive 
products. Allies in war, the United States and 
Canada had become partners in peacetime. 

Naturally, differences occasionally arose be- 
tween the two countries. For example, 
Canada complained when it felt that the 
United States had failed to consult its allies 
before taking certain initiatives and that U.S. 
tariff policies hindered Canadian access to the 
American market. It also complained when 
U.S. laws were applied extraterritorially to U.S.- 
controlled companies operating in Canada. 
For its part, the United States expressed con- 
cern about Canada’s reaction to U.S. initiatives 
at the time of the Cuban missile crisis and 
about Canada’s ambivalence toward the ac- 
quisition of nuclear arms. Overall, however, 
the differences that did arise between them 
tended to be overshadowed by the coopera- 
tive climate of the time, as clearly reflected in 
a 1965 joint Canada-U.S. report entitled Princi- 
ples of Partnership. The report endorsed the 
concept of partnership as being central to the 
relationship and recommended that Canada 
and the United States pursue a quiet, behind- 
the-scenes approach to bilateral issues. 

Throughout this period, however, Canadians 
were becoming increasingly concerned about 


the impact of the rapidly growing U.S. in- 
fluence on Canada’s cultural and economic 
sovereignty. Several Royal commissions of en- 
quiry were established to study the issue as it 
related to culture (Massey report, 1951), the 
economy (Gordon report, 1957), broadcasting 
(Fowler report, 1957), and periodicals (O'Leary 
report, 1961). These led to the adoption of 
policies specifically designed to protect impor- 
tant sectors which Canada considered to be 
vital to its sovereignty, such as banking and 
broadcasting. 

A major cause of Canada’s concern was its 
dependence on foreign capital, particularly 
American capital. American investment rose 
from an overall level of 60 percent of all for- 
eign investment in Canada in 1945 to 80 per- 
cent in 1964. The nature and concentration of 
U.S. investment was such that a number of 
Canadian industries seemed to be becoming, 
in the eyes of many Canadians, mere tributar- 
ies of American industry. Trade figures for the 
period reinforced this perception of Canada’s 
economic dependence, the U.S. share of total 
Canadian foreign trade having grown from 55 
percent in 1945 to nearly 65 percent in 1965. 

Equally visible, if not more so, was the 
strong U.S. cultural influence on Canada. By 
the mid-1960s, for example, U.S.-based maga- 
zines had captured more than 75 percent of 
the Canadian market. Time and Reader's 
Digest alone drew more than 40 percent of 
the total domestic advertising revenue. 
Nevertheless, the Canadian government 
decided to exempt the Canadian editions of 
Time and Reader's Digest from the restrictions 
it had introduced on foreign periodical ad- 
vertising in 1965. The United States, for its 
part, exempted Canada from the capital out- 
flow restrictions designed to relieve its own 
balance-of-payments problems in 1963, 1965, 
and 1968. American influence was soon ex- 
tended to television. In fact, the expansion of 
cable television was to bring American border 
television station programming to more than 
50 percent of Canadian households, drawing 
increasing amounts of Canadian advertising 
revenue away from Canadian stations to the 
benefit of their U.S. counterparts. 
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In addition to these bilateral developments, 
the international conditions which had nur- 
tured the special relationship between 
Canada and the United States had, by the 
mid-1960s, changed considerably. The first 
stirrings of detente, coupled with the econom- 
ic resurgence of Western Europe and Japan 
and the emergence of the Third World con- 
tributed to a shift in international priorities 
from defence and security toward economic 
and social concerns. The emerging new world 
order with its challenges and opportunities 
caused national governments to reassess their 
foreign policy approaches. Canada and the 
United States were no exception. 

In 1970 both governments released the re- 
sults of their foreign policy reassessments. Sur- 
prisingly, neither of the reports touched se- 
riously on the question of their bilateral rela- 
tions, but they did confirm the adoption of 
more self-interested policies by both coun- 
tries. The Canadian government announced a 
number of measures, including halving the 
Canadian troop commitment to NATO and 
extending its jurisdiction over Arctic waters. 
The American administration, among other 
things, enacted the Domestic International 
Sales Corporation (DISC) legislation, designed 
to substitute more American exports for in- 
vestment abroad. 

In Canada there was an upsurge in public 
concern over the extent of the country’s 
economic and cultural dependence on the 
U.S., reflected in a Canadian government task 
force report on foreign ownership (Watkins 
report, 1968) and a study by a Special Senate 
Committee on the mass media (Davey report, 
1970). In contrast to the Gordon report, which 
focused on foreign capital, the Watkins report 
concentrated on the profitability of foreign- 
controlled companies, particularly multination- 
al enterprises, as well as the costs and benefits 
associated with foreign direct investment. The 
conclusions of the report prompted renewed 
public demands for government action. The 
Davey report evoked the same kind of 
reaction. 

In 1971, the American administration sud- 
denly announced its “New Economic Policy”, 
a series of measures to relieve chronic U.S. 
balance-of-payments pressures. The measures 
included abandoning use of the gold standard 
as a measure of the convertibility of the value 
of the dollar and the imposition of a 10 per- 
cent surtax on imports. Significantly the Ameri- 
can government refused to exempt Canada 
from the import surtax restriction. The refusal 
dramatically revealed the magnitude of Cana- 
da’s vulnerability to the United States and 
prompted the Canadian government to make 
a full-scale reappraisal of the relationship. 

The following year, both governments an- 
nounced new bilateral approaches. President 
Nixon, in addressing the Canadian Parliament 
in April 1972, summarized the new American 
approach to Canada-U.S. relations in terms of 
the ‘the Nixon Doctrine” which“... rests on 
the premise that mature partners must have 
autonomous independent policies; each 
nation must define the nature of its own inter- 
ests ....’” He added: “Our economies have 


become highly interdependent. But the fact of 
our mutual interdependence and our mutual 
desire for independence need not be inconsis- 
tent traits. No self-respecting nation can or 
should accept the proposition that it should 
always be economically dependent upon any 
other nation.” 

For its part, the Canadian government 
issued a policy statement entitled “Canada- 
U.S. Relations: Options for the Future”. The 
report outlined three options for Canada. The 
first two options — to maintain the status quo 
or to seek closer bilateral integration — were 
rejected. Canada chose the third option, ‘a 
comprehensive long-term strategy to develop 
and strengthen the Canadian economy and 
other aspects of its national life’. This strategy 
consisted of internal policies to reinforce 
Canada’s economy and cultural life and to di- 
versify its external economic relations to 
counter-balance ties with the United States. 

Other events in the early 1970s contributed 
to the adoption of more independent policies 
by the two countries. For example, the prol- 
onged involvement of the United States in the 
Vietnam War led Americans to conclude that 
it was time for other countries to assume a 
larger share of international responsibilities, 
and for the United States to pay closer atten- 
tion to its own national interests. Furthermore, 
the oil crisis highlighted the need to protect 
national natural resources and the danger of 
too strong a dependence on other countries 
for the supply of essential goods. 

An example of this sense of vulnerability 
was the fact that with only 2 percent of the 
U.S. economy under foreign control at the 
beginning of the 1970s, the American adminis- 
tration became concerned about the amount 
of foreign investment entering the country. A 
number of measures were adopted, including 
the imposition of information requirements on 
companies; the creation, in 1975, of an inter- 
departmental committee to monitor foreign 
investment in the United States (Committee 
on Foreign Investment in the United States, or 
CFIUS); and later the establishment of an 
office, under the Department of Commerce, 
to monitor foreign investments on a more 
regular basis. 

Canada also took a number of national 
interest measures. Following the recommenda- 
tions of the 1972 Gray report, the Foreign In- 
vestment Review Act was passed in 1973. The 
report identified the costs and benefits of for- 
eign investment and demonstrated the need 
for a mechanism to ensure that such invest- 
ments would benefit Canada. In addition, a na- 
tional petroleum company, Petro-Canada, 
was established in 1975, and in 1976 legisla- 
tion was enacted to strengthen the country’s 
television industry by removing tax breaks for 
Canadian business advertising carried on U.S. 
stations and aimed at the Canadian market. 
The legislation also applied to foreign print 
media, ending the Canadian status of Time 
magazine. On the international front Canada 
reached consultative agreements with the Eu- 
ropean Economic Community and Japan in 
1976. 


The increasing priority given to national 
interests in both Canada and the United 
States caused friction. Canada was concerned 
about U.S. attempts to redress a temporary 
bilateral trade deficit by forcing Canadian con- 
cessions on tourism, defence production shar- 
ing and the Auto Pact. In addition, the United 
States imposed a countervailing duty on tire 
exports from a new Michelin tire plant in 
Nova Scotia, arguing that the regional devel- 
opment incentive from the Canadian govern- 
ment had given the company an unfair advan- 
tage. The problem of the extraterritorial appli- 
cation of American laws also resurfaced over 
Canadian trade with Cuba, and a new Ameri- 
can law was adopted to make it less advanta- 
geous to hold American conventions in 
Canada. Meanwhile, U.S. officials expressed 
dissatisfaction over such issues as Canada’s 
decision to phase out and place a tax on oil 
exports following the 1973 energy crisis, its 
new foreign investment policy and its legisla- 
tion affecting U.S. border television interests. 

At the end of 1976, declining national and 
global economic prospects, coupled with the 
energy shortage, convinced the governments 
of both countries that greater cooperation 
was necessary. This ‘‘rapprochement” was evi- 
dent in the Canadian government's decision 
to authorize emergency gas exports during 
the U.S. natural gas shortage in the winter of 
1976-77, the Alaska Highway Natural Gas Pipe- 
line Agreement (1977), the Great Lakes Water 
Quality Accord (1978), the East Coast fisheries 
agreement (signed in 1979), the 1979 GATT 
Multilateral Trade Agreement, which will free 
some 80 percent of Canada-U.S. trade. by 
1987, and a new bilateral tax treaty and a 
memorandum of intent on transborder acid 
rain pollution, both signed in 1980. Nonethe- 
less, new bilateral differences began to 
emerge. For example, competition between 
Ohio and Ontario for new auto plant invest- 
ments aggravated existing problems of bilater- 
al sharing under the Auto Pact. Other exam- 
ples included the application of new American 
countervailing duties on Canadian advanced- 
technology exports, Canada’s National Energy 
Program and its Foreign investment review 
policy, acid rain, trucking and the U.S. Senate’s 
refusal to ratify the East Coast fisheries agree- 
ment. More recently, there has been a growing 
disposition to link the settlement of one bila- 
teral problem to the solution of an unrelated 
issue, especially by the U.S. Congress, as in 
the case of the border broadcasting issue and 
Telidon. 

Canada-U.S. relations have changed per- 
ceptibly over the past 15 years or so as both 
countries have sought to reconcile their na- 
tional interests with the reality of their interde- 
pendence. Irritants caused by this readjust- 
ment have occasionally overshadowed the 
deeply-rooted stability of Canada-US. rela- 
tions. Though their traditional ‘special rela- 
tionship’’ now seems to be almost a thing of 
the past, economic, commercial, geographic 
and strategic factors will continue to make 
Canada-U.S. relations unique among bilateral 
relationships in the world. 
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How FIRA works 


Prepared by staff of the Foreign Investment Review 
Agency 


The process is simple. When the Compli- 
ance Branch determines that an investment is 
reviewable, it refers the case to the Assess- 
ment Bureau. The Bureau then assigns an as- 
sessment officer to help the investor identify 
the potential benefits to Canada in the pro- 
posed investment. The bureau also consults 
provincial and federal government depart- 
ments concerning the compatibility of the pro- 
posed investment with government economic 
and industrial policies, assesses the merits of 
the proposal in terms of the five assessment 
criteria, and gives an assessment report to the 
Minister outlining the likely benefit to Canada. 
The actual review of investment proposals is 
the responsibility of the Minister who adminis- 
ters the Act, and the final decision to allow or 
disallow a proposal is made by Governor in 
Council (the Cabinet, acting with the approval 
of the Governor General). 

For a new business or direct acquisition in- 
vestment involving less than $5 million in 
gross assets and fewer than 200 employees, 
or an indirect acquisition involving less than 
$15 million and fewer than 600 employees, 
the investor may submit an abbreviated form 
of notice or application, which requires much 
less information than does the standard form’, 
About 85 percent of all reviewable investment 
proposals fall under these thresholds and can 
be submitted on the short form. 

After a short-form application is complete 
and receipt has been certified, the Minister 
has only 10 days in which to decide whether 


’ At press time the Regulations pursuant to the 


Foreign Investment Review Act were under 
review and pending their amendment, only 
investments involving less than $2 million and 
fewer than 100 employees could be submitted 
on the short form although the abbreviated 
procedure was being applied to all proposals 
under the new thresholds. 


ee 


What happens between receipt of an investor's application and a deci- 
sion by Governor in Council to allow or disallow a foreign investment 
proposal? The following article will give you a better idea of how Cana- 
da’s foreign investment review policy works. 
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the information provided in the abbreviated 
form will be sufficient to enable him to recom- 
mend, without delay, that the investment be 
allowed. In exceptional circumstances, where 
the investment appears to raise important 
policy issues, the Minister may require that 
the proposal go through the in-depth review 
even though it falls below the specified 
thresholds. 

If the application can be reviewed under 
the abbreviated procedure, the Agency uses 
Telex to notify the governments of any pro- 
vince or territory that may be significantly af- 
fected by the investment, and any federal 
government departments that may have a 
policy interest in the proposal. Through pre- 
viously established procedures, the Agency 
sends information about the proposal to a 
single contact in each of the appropriate feder- 
al departments and provincial or territorial 
governments. Within 48 hours, these contacts 
must inform the Agency whether they have 
any industrial or economic concerns about the 
investment or whether they require more in- 
formation before they can formulate their 
Opinions on the proposal. The contacts are 
given only as much information about the 
proposal as they need to provide advice and 
they, too, are bound by the confidentiality 
provisions of the FIR Act not to disclose any 
information about the investment proposals 
they review. 

Meanwhile, the Agency carries out its own 
evaluation. An assessment officer may contact 
the investor for further information, for exam- 
ple, for an elaboration of certain plans. Be- 
cause of the short time allowed for processing 
short-form applications, contact is usually by 
telephone. 

After the provinces and territories and 
other federal government departments have 
responded and the investor has been consult- 
ed, the Agency advises the Minister that the 
case could be assessed on the basis of the in- 
formation provided in the short form, that 


more information is needed on some aspect 
of the proposal, or that the proposal should 

be required to undergo the full review. If more 
information or a full review is considered ad- 
visable, the Agency sends the Minister a de- 
scription of the case, stating the reasons that 
more information is required. In such a case, 
the Agency proposes the options to the Minis- 
ter usually within a week of certifying receipt 
of a short-form application. 

Applications involving investments too 
large to qualify for the abbreviated procedure 
and small-business applications that raise 
major policy issues undergo full review. After 
the receipt of a complete standard form of 
notice has been certified, in other words, 
when all the basic information requirements 
that are prescribed by regulation have been 
met, the Minister has 60 days in which to 
decide whether he has sufficient information 
to recommend that the investment be allow- 
ed, and to give the investor the opportunity 
to submit further information if required. 

Throughout the full review process, an as- 
sessment officer works closely with the inves- 
tor or his representative. The number and kind 
of meetings vary from case to case, but in the 
majority of full procedure cases, the following 
pattern is evident. When the application has 
been certified as complete, an assessment offi- 
cer may invite the investor to come to 
Ottawa for a meeting or, as frequently hap- 
pens, a meeting is held at the request of the 
investor. Typically, the investor is represented 
by someone knowledgeable about the parent 
company operations and the new business to 
be established or the business being acquired, 
and by legal counsel. The Agency is usually 
represented by two assessment officers so 
that the investor is assured of always being 
able to reach someone in the Agency who is 
familar with the proposal. 

The meeting begins with a brief description 
of the parent company’s operations and of 
the planned Canadian investment. The inves- 
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tor’s representatives indicate why they believe 
the investment could benefit Canada. The as- 
sessment officers in turn may suggest ways in 
which the proposal could be improved to 
show significant benefit to Canada. 

The assessment officer, in some ways, 
wears two hats. While he or she is there to 
assist the applicant in making the best invest- 
ment proposal possible, the assessment officer 
is also the first step in the process of evaluat- 
ing the proposal to determine significant 
benefit. 

The assessment officers assist the investor 
to make the investment proposal as attractive 
as possible. Their suggestions, however, are 
just that, and the investor is free to accept or 
disregard them. Commitments or undertakings 
by the investor are not required, but obviously 
they can often help to make a proposal com- 
plete, precise, and binding, thus allowing the 
Government to assess with greater certainty 
the likely effects of the investment. 

Following the meeting, the applicant and 
his counsel usually draw up a list of plans and 
undertakings for submission to the Agency. In 
a relatively few complex cases, a second or 
third meeting may be held, although refine- 
ments of the investor’s proposal are more 
often handled over the telephone and con- 
firmed by letter or Telex. Discussions with 
investors of their undertakings are confined to 
those relating to key elements of the invest- 
ment proposal. Naturally, the key elements 
vary from proposal to proposal. 

Undertakings offered by investors are not 
the only elements which must be assessed in 
the review process. Many features of an in- 
vestment may be of significant benefit to 
Canada without being covered by an under- 
taking. For example, an investor's plans to es- 
tablish a new business that uses important 
new technology might be considered intrinsi- 
cally beneficial through its contribution to 
Canadian technological development. Similar- 
ly, a plan to bring unique or distinctive pro- 
ducts or services to Canadian consumers, or 
products or services to an area or region of 
Canada that is inadequately served could be 
viewed as beneficial in its own right. In addi- 
tion, a proposal by one small business to 
merge with another in an industry dominated 
by a few large firms might well be seen as 
beneficial by increasing effective competition 
in that industry. 

For full review cases the entire application 
is sent out to the governments of provinces 
that would be affected by the investment. 
The contact — the same one who participates 
in the abbreviated procedure — is usually in 
the provincial department of industry or its 
equivalent, and is responsible for consulting 
any other provincial departments that may 
have some interest in the proposal. All officials 
consulted are bound by the confidentiality 
provision of the Act. Provincial views are an 
important consideration in the decision of the 
Governor in Council to allow or disallow a par- 
ticular investment, especially in industries that 
are subject to provincial regulation. In addi- 
tion, the Government of Canada in January 
1982 announced a policy of giving particular 


attention to the regional dimension in all deci- 
sions and programs. 

Other federal government departments are 
also consulted. For instance, all full procedure 
cases are sent to the Bureau of Competition 
Policy of the Department of Consumer and 
Corporate Affairs for comment on the effect 
the investment would have on competition. 
The Department of Regional Industrial Expan- 
sion (the merged departments of Industry, 
Trade and Commerce and Regional Economic 
Expansion), as the department most responsi- 
ble for industrial policy, also reviews most 
cases. Other departments often, but less fre- 
quently consulted include Energy, Mines and 
Resources; Communications; Transport; and 
Agriculture. 

The Agency, however, cannot solicit out- 
side opinions because the confidentiality pro- 
visions of the Act protect privileged informa- 
tion submitted by investors. In fact, unless a 
proposal is already public knowledge, the 
Agency may not even confirm or deny its exis- 
tence. But the Agency considers any view sub- 
mitted by outside parties and reports it to the 
Minister. The public frequently becomes 
aware of transactions such as takeovers of 
Canadian businesses through the public disclo- 
sure requirements of the security exchange 
laws and regulations in a number of other 
countries, including the United States. In addi- 
tion, sometimes an investor will advise the 
news media that a proposal is under review. 

If, on the basis of the information he then 
has, within 60 days from the date of certifica- 
tion the Minister is unable to complete an as- 
sessment, to make any recommendation to 
the Governor in Council, or to recommend al- 
lowance, a notice is sent to inform the investor 
and advise him or her of the right to submit 
further representations. 

The wording of the notice sent may indicate 
how the proposal is faring in the review pro- 
cess. Most notices state that the Minister ‘‘is 
unable to complete the assessment with 
regard to the investment”, which generally 
means simply that the investor has not yet 
completed the submissions in support of the 
investment proposal. If, however, the notice 
states that the Minister ‘‘is unable to make 
any recommendation to the Governor in 
Council regarding the investment”, or “is 
unable to recommend to the Governor in 
Council that the investment... be allowed’, 
it suggests that the investor should re-examine 
his proposal with a view to strengthening it. 
At the request of the investor, the assessment 
officers responsible for the case will provide 
advice and assistance in addressing any short- 
comings identified in the proposal. If an inves- 
tor’s proposal has not been allowed within 60 
days and the Minister has not issued a notice 
advising the investor of his or her right to 
make further representations, the proposal is 
automatically deemed allowed on the 61st 
day. 

When the investor's representations and 
the Agency's analysis are complete, Agency 
officials draft a memorandum for the Minister's 
signature. The amount of detail in the memo- 
randum depends on the size, complexity and 
importance of the case. Included in the memo- 


randum is the Agency’s assessment report out- 
lining the likely benefits to Canada. Also 
included is a summary of all representations 
made by provincial governments, other federal 
government departments and outside parties. 

To meet his statutory responsibilities under 
the Foreign Investment Review Act, the Minis- 
ter must, for each application, review the infor- 
mation gathered by the Agency, assess the 
merits of the investment proposal by reference 
to the five assessment factors specified in the 
Act, and make a recommendation to the 
Governor in Council as to whether the applica- 
tion should be allowed or disallowed. 

The Minister has the choice of accepting or 
rejecting the advice of the Agency. However, 
in addressing a question put to him by the 
House of Commons Standing Committee on 
Finance, Trade and Economic Affairs, former 
Commissioner of the Agency, Gorse Howarth, 
said: “Without attempting any precision... 
probably in 96 or 97 percent of cases, the 
advice given by the Agency is compatible 
with the’ Minister’s recommendation to his 
colleagues.” 

Once the Minister has decided upon his 
recommendation, the application proceeds to 
Cabinet. The Cabinet procedure used 
depends on the size of the case. For most 
cases that have gone through the abbreviated 
procedure, a summary of the investment 
proposal, including the Minister’s recommen- 
dation and all the salient details, is prepared 
and sent to the Special Committee of Council 
for Governor in Council approval. While there 
may be some brief discussion of the proposal, 
most of the Minister’s recommendations are 
approved without comment. 

For larger and more complex cases, and for 
cases where the Minister wishes to consult 
with his colleagues, a detailed memorandum 
to Cabinet is prepared and sent to the Cabinet 
Committee on Economic and Regional Devel- 
opment, where it is discussed in depth. After 
the Committee makes a decision, the applica- 
tion is forwarded to the Cabinet as a whole 
for ratification. 

When the final Governor in Council decision 
is made, the Agency is informed and in turn in- 
forms the investor by telephone or Telex. The 
news media and the public are informed the 
day after the decision is made by means of a 
news release issued by the Minister. About a 
week later, a certified copy of the Order in 
Council is sent to the investor, and a copy is 
sent to any provinces concerned. 

The foreign investment review process has 
now been in place for more than eight years. 
By March 31, 1982, the Government of 
Canada had rendered a decision on 4,013 in- 
vestment proposals, of which approximately 
90 percent were judged to be of significant 
benefit to Canada and were, therefore, allow- 
ed. Although performance of the review 
mechanism has been relatively efficient over 
the past eight years, the Government of 
Canada announced changes to the process in 
the June 28 budget and again in mid-August. 
The new measures, which are featured in the 
‘News brief’ section of this issue, are de- 
signed to make the process even simpler and 
faster for most investors. 
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Transborder 
data flows: A 
multinational 
issue 


by C.J. Maule 


CJ. Maule, a professor of Economics and 
International Affairs at Carleton University in 
Ottawa, is co-author of The Canadian 
Multinationals, published in 1987. 


Information has travelled across borders from the time the first smoke 
signal was sent, or the first messenger was dispatched on foot. But now, 
with the simultaneous expansion of international business and the tech- 
nological developments associated with computers and telecommunica- 
tions, transborder data flows have emerged as an issue of world-wide 
concern. The ease and speed with which large volumes of data can be 
transmitted internationally is of interest to corporations, governments, 
educational institutions and individuals, all of whom participate in trans- 
border data flows (TBDF), but much of the discussion to date has 
focused on corporations, and especially on multinational corporations. 
This article outlines the nature of TBDF, the issues that are being dis- 
cussed and by whom, the actions that have been or may be taken by 
governments, and how these actions may affect the operations of for- 
eign investors and multinational enterprises. 


— ee ie. 


Transborder data flows can be defined as 
the movements across national boundaries of 
machine-readable data for processing, storage 
and retrieval. These movements involve both 
non-electronic means, for example, magnetic 
tapes, discs and punched cards, and electronic 
means using telecommunications facilities, al- 
though most of the discussion to date has 
related to electronic TBDF using computer- 
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communications systems. The economic, 
political, social and legal implications of TBDF 
have been discussed in international forums 
such as at the Organization for Economic 
Cooperation and Development (OECD), in 
the United Nations’ Centre on Transnational 
Corporations (CTC), and in the Intergovern- 
mental Bureau for Informatics (IBI). Because 
the issue relates to international trade in ser- 
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vices, it is also expected to be discussed at 
the General Agreement on Tariffs and Trade 
Ministerial Meeting to be held late in 1982. 
Each organization has a slightly different 
focus: the OECD represents the developed- 
country viewpoint, the IBI consists mainly of 
Third World countries, and the CTC is a 
United Nations organization with a strong 
Third World focus. The corporate viewpoint is 
represented in the OECD through its Business 
and Industry Advisory Committee. In addition, 
individual countries, notably Canada and 
Sweden, have expressed firm views on TBDF 
and have participated in the discussion from 
an early stage. 

Multinational corporations are also involved 
in the debate in a number of ways. They may 
produce the computer and telecommunica- 
tions hardware and software; they may pro- 
vide data processing services; they may offer 
access to an expanding number of machine- 
readable data bases; and they may engage in 
transborder data flows in the course of admin- 
istering their organizations. 

There are two main data flow types: flows 
between corporations, which may be called 
commercial, involve the purchase of data pro- 
cessing services and access to data bases; 
flows within a corporation, which may be 
called corporate, involve the transmission of 
data within a corporation for processing and 
access as a means of administering the 
organization. 

Commercial transborder data flows occur 
when data-processing service bureaus sell 
their expertise to clients in other countries. 
Data are transmitted to the bureaus, which un- 
dertake the required processing and transmit 
the data back to the client. These bureaus 
may provide a standarized service or may de- 
velop customized software to meet the needs 
of individual clients. Commercial flows also 
occur when a customer purchases access to a 
foreign data base of reference or statistical 
information. 

Examples of service bureaus include Cyber- 
net, Sharp APL, and Tymshare. The principal 
computing centres of Tymshare, a fairly typical 
service bureau, are located in California and 
Texas, while its subsidiary Tymnet serves its 
other domestic and international customers. 
Tymshare offers services to corporate manage- 
ment in planning and development, marketing 
and sales management, manufacturing and 
production control and administrative 
management. Also provided are support ser- 
vices such as training, leasing, maintenance 
and systems production. 

The revenues of the computer services in- 
dustry in the U.S. rose from about $2 billion in 
1970 to $8 billion in 1978 from domestic cus- 
tomers alone. In Western Europe revenues 
were more than $5 billion in 1978: roughly 40 
percent from batch processing, 25 percent 
from software services, 20 percent from 
remote computing and 10 percent from soft- 
ware products. Comparable Canadian statis- 
tics are not available. 

In 1979, it was estimated that world-wide 
there were 528 reference data bases, contain- 
ing 150 million records. The data bases were 


Exhibit 1 


Corporate Functional Activities Which May Involve 
Transborder Data Flows 


Corporate planning and development 
Economic and market simulation 
Merger and acquisition analysis 
Return-on-investment analysis 


Financial management 
Corporate, divisional, departmental, 
budgeting 
Financial forecasting 
Profit planning 
Cash-flow analysis and control 
Cash management 
Financial modeling 
Portfolio management and valuation 
Tax preparation 
Consolidation reporting 


Marketing and sales management 
Sales forecasts by product, territory and 
market 


split almost evenly between the U.S. and 
other developed market economies, but 60 
percent of the total data records were held in 
the U.S. One of the major concerns of devel- 
oping countries is that access to data banks 
means dependence on organizations in devel- 
oped countries and especially in the U.S., and 
at the same time that the commercial process- 
ing of data will tend to be done in the devel- 
oped countries. 

The multinational corporation can be seen 
as an information-processing organization, 
where one of the challenges for management 
is to control the parts of the organization. 
Clearly information is a critical ingredient for 
the control process. It is not surprising there- 
fore that Raymond Vernon, a leading researc- 
her on multinational corporations, wrote that: 
“For the multinational enterprise, the impor- 
tance of the computer lay in the fact that the 
routine data needed for the direction and con- 
trol of global operations could be transmitted 
in vast quantities and could be retrieved and 
regrouped with lightning speed.”” Corporate 
TBDF therefore refers to the transfer of data 
across borders, but within a corporation. 

The reasons for corporate flows are similar 
to those for commercial flows. A corporation 
may decide that its data processing will be 
centralized in one or a few places rather than 
dispersed or distributed, or it may store data 
in certain locations and allow each subsidiary 
access to the data through a computer com- 
munications link. The corporation may also 
transmit data between the parts of the organi- 
zation to exercise management control in the 
different functional areas. 

The corporate activities that might involve 
transborder data flows, whether undertaken 
internally or with the assistance of service 
bureaus, are listed in Exhibit 1 and include 
planning, finance, marketing, production, per- 


Market and product sales analysis 
Pricing analysis 

Marketing stategy development 
Market and product planning 
Consumer complaint tracking 


Manufacturing and production control 
Inventory control 
Bill of materials processing 
Materials requirements planning 
Purchase-order tracking 
Sales-order entry and invoicing 


Administrative management 
Personnel information systems 
Contract negotiation support 
Organization planning 
Pension fund management and evaluation 
Transportation 


sonnel and general administration. It would 
appear that the management efficiency of 
corporations would improve as a result of 
TBDF and the use of computer communica- 
tions systems, and preliminary evidence sug- 
gests that cost savings do occur in some 
areas, for example: 


® economies in working capital from im- 
provements in inventory management; 

®@ economies of scale in production as a 
result of subsidiaries producing those 
product lines most suited to their 
environment; 

® economies due to centralized purchas- 
ing; and 

® reductions in exchange rate risk and im- 
provements in overall financial 
management. 


The concerns about TBDF are, of course, 
not with the cost savings due to improved ef- 
ficiency, but with other effects of cross-border 
data transmission. These concerns are suffi- 
ciently disquieting that countries may create 
barriers to TBDF despite the efficiency im- 
provements, forcing multinational enterprises 
to restructure their operations. 

TBDF raise a mixture of economic and non- 
economic concerns (see Exhibit 2). The devel- 
oping countries argue that they tend to 
export raw data to the U.S. and other devel- 
oped countries for processing and storage, 
and therefore that information about their 
economies is held outside of their country in 
corporate networks they do not control. At 
the same time, because the major data banks 
are located in the U.S. and developed coun- 
tries, the developing countries must pay to 
have access to their own information, and if 
they want the equipment required to gain 
access to the data banks they must import it 
as well. 
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A major concern, therefore, is that employ- 
ment opportunities are lost, either because 
the commercial data processing is taking place 
in the developed countries, or because mul- 
tinational corporations process their subsidiar- 
ies’ data at the head office. In either case, jobs 
are lost. For Canada it has been estimated that 
90 percent of total net transborder data flows 
for data processing involve data flowing from 
subsidiaries in Canada to foreign parent 
companies, mostly in the United States. A 
survey of 400 Canadian subsidiaries of U.S. 
companies in 1978 estimated that from $300 
to $350 million of computing services was im- 
ported from U.S. parent companies, and this 
amount was forecast to increase to $1.5 billion 
by 1985. 

It has also been suggested that a related 
economic effect of TBDF is that developing 
countries are denied an opportunity to devel- 
op the skills or service industries required to 
support the efficient operation of their 
resource and manufacturing industries. 
Economic growth opportunities are then lost 
together with the opportunity to train labour 
for these occupations. 

A second economic impact is the balance- 
of-payments effect that results from data 
being shipped abroad for processing by 
parent companies or by foreign data process- 
ing service bureaus. Some countries have at- 
tempted to measure the international flow of 
data for commercial or corporate purposes in 
an attempt to assess the balance of payments 
effects, but it has proven difficult. For one 
reason, the electronic computer-to-computer 
transmissions moving through telephone lines 
cannot be distinguished from normal tele- 
phone conversations. 

A principal non-economic concern about 
transborder data flows is the issue of the pro- 
tection of privacy of the information about in- 
dividuals that has been stored in foreign-based 
computer systems. Personal files may contain 
a wide range of information about an individu- 
al’s financial, economic, educational, welfare, 
business and insurance status, medical and 
criminal history, membership in professional 
associations and political and religious beliefs. 
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Exhibit 2 
Perspective of Informatics Dependents 


DIGITAL “RAW” DATA OUTFLOW @ LOSS OF GROWTH IN DP. 
— INDUSTRY 
— PROFESSION 


— REVENUE AND TAXES 


SOME INFORMATION RETRIEVAL @ LOSS OF CONTROL OVER 
— DP FACILITIES 


— DATA PROTECTION 


TECHNICAL INFORMATION INFLOW = ® TECHNICAL DOMINATION AND DEPENDENCY 
@ INAPPROPRIATE TECHNOLOGY 


@ CULTURAL CONFLICTS 


MEDIA PRODUCTS INFLOW 


MEDIA COMPETITION 
LESSENED GOVERNMENT INFLUENCE 


i carrer ene 


REDUCED NATIONAL SOVEREIGNTY 


SOURCE:  R. Turner, ed., Transborder Data Flows: Concerns in Privacy Protection and Free Flow of 
Information, Vol. 1, Report of the AFIPS Panel on Transborder Data Flows (Washington, 
American Federation of Information Processing Societies, 1979). 


Data bases have also been compiled by 
governmental agencies for intelligence sys- 
tems used by police forces and national securi- 
ty agencies. All these matters are important to 
individual countries, and the increase in and 
ease of transborder data flows merely height- 
en the concern that foreign governments or 
persons may have access to the information. 
The issue of personal privacy is extended 
by many countries to data about corporations, 
industries and general economic conditions, 
information which has a security value to 
other countries. Because of TBDF, in some in- 
stances, information about basic economic about the earth and its environment and com- 
vn ai ple Bir cer aer ge 3 a | municate them to different parts of the world. 
a At present remote sensing is being applied to 
agriculture, forestry, geology and natural 
resources, hydrology and water resources, 
urban planning, oceanography and marine 
resources, and meteorology. The recipients of 
these data are again at an advantage by 
aving the information before other users do. 


conditions within a country, for example agri- 
cultural yields for wheat or coffee, or the 
output of certain raw materials, may be 
known in a foreign country at the same time 
as it becomes known domestically, or may 
even be known first in the foreign country. 
Such information could be used to advantage 
by the foreign country in various ways for 
financial gain. 

One example of this problem noted by de- 
veloping countries is TBDF which result from 
remote-sensing facilities. Satellites equipped 
with earth-resource sensors can collect data 
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The impact of TBDF on the organization of 
multinational enterprises has been a particular 
point of enquiry. Will TBDF lead to greater 
centralization or decentralization of managerial 
control? Will subsidiaries be given more or 
less autonomy? In the event that they have 
less autonomy, then this would run counter to 
some of the benefits which host countries feel 
that they obtain from foreign investment. The 
U.N. Centre on Transnational Corporations 
has expressed the view that TBDF will lead to 
greater centralization of control, and a number 
of case studies undertaken on multinational 
firms operating in Italy, the U.S. and Canada 
arrive at the same conclusion. 

An opposing view is that the increasing use 
of equipment which allows for distributed 
data processing will permit subsidiaries to un- 
dertake more functions and thereby gain 
more control over their operations. A distinc- 
tion has to be made here between routine 
data processing work on payroll and accounts 
receivable and payable, which may well take 
place in the subsidiary, and the transfer of in- 
formation required to make key managerial de- 
cisions concerning sourcing, production, 
marketing and financing, which is still likely to 
be centralized. 

The overall concern of host countries is to 
balance the positive aspects of TBDF due to 
increased corporate efficiency, against the 
negative aspects associated with employment 
and balance of payments effects, personal 
and commercial privacy, national security and 
subsidiary autonomy. Among other things, an 
OECD report concluded that: 


@ The use of international data transmis- 
sion has produced substantial financial 
benefits to large multinational compa- 
nies, airlines and banks. 

@ The benefits have been achieved by 
using Company resources more effi- 
ciently. Efficient use of resources has 
been made possible by sophisticated 
data communications networks. 

®@ Many of the companies that have taken 
advantage of the benefits of interna- 
tional data transmission, the world’s air- 
lines for example, have radically 
changed their operations, to the point 
that they are dependent on the contin- 
ued reliability of the service. 


This report highlighted the fact that TBDF are 
a critical ingredient for certain industries, such 
as airlines, banking, and insurance, which re- 
quire instant on-line access to information on 
a worldwide basis. Other industries which 
have an equal interest in TBDF are radio and 
television broadcasting and newpaper publish- 
ing. These industries were the topic of a 
recent UNESCO report entitled Many Voices, 
One World: Towards a New More Just and 
More Efficient World Information and Com- 
munications Order. 

International investors will be aware that 
the concern over TBDF has led to a number of 
actions being taken nationally or international- 
ly. Some Canadian concerns have been ex- 
pressed in a report entitled Telecommunica- 


Exhibit 3 


National Data-Protection Provisions => 
in Developed Market Economies, March 1981 — 


Country 


Austria 
Belgium 
Canada 
Denmark 
France 

West Germany 
Iceland 
Luxembourg 
Netherlands 
New Zealand 
Norway 
Portugal 
Spain 
Sweden 
United States 


Nature of action 


Law 

Draft legislation 

Law, Legislation in parliament 
Law 

Law 

Law 

Draft legislation 

Law 

Draft legislation 

Law 

Law 

Constitutional provision 
Constitutional provision 

Law 

Law, Legislation in parliament 


SOURCE: Adapted from Transnational Data Report, 4 (Washington: January and March 1981). 


tions and Canada published by the Govern- 
ment of Canada in 1979. The implications of 
TBDF for Canadian sovereignty are wide- 
ranging, and the report noted that greater use 
of foreign computing services and growing 
dependence on them could: 


® reduce Canadian control over disrup- 
tions in service resulting from technical 
breakdowns or work stoppages; 

@ reduce Canadian power to ensure pro- 
tection against events such as invasions 
of personal privacy and computer 
crime; 

@ lead to greater dependence on foreign 
computing staff, which in turn would 
limit development of Canadian exper- 
tise, human and technological 
resources, and systems specifically 
geared to Canadian requirements; 

@ jeopardize the exercise of Canadian 
jurisdiction over companies operating 
in Canada which store and process 
their data abroad; 

@ undermine the telecommunications 
system in Canada by the use of foreign 
communications satellites and roof-top 
receiving antennas for the importation 
of data into Canada; 

® risk publication of information that is 
confidential in Canada; 

® give access to Videotex services based 
on foreign databanks emphasizing for- 
eign values, goods, and services; and 

@ facilitate the attempts of the govern- 
ment of the U.S. to make laws applica- 
ble outside U.S. territory. 


An interdepartmental task force was set up by 
the Government of Canada to study the issue. 
Among others, represented on the committee 
are the Foreign Investment Review Agency, 
and the departments of Communications, Ex- 
ternal Affairs, Regional Industrial Expansion, 
and Justice. Similar concerns have been raised 
by other countries, although the emphasis 
may differ from country to country. Individual 
governments of developed countries have 
taken a range of actions, from constitutional 
provisions to laws and the preparation of 
reports that deal with privacy concerns and 
TBDF in one way or another (see Exhibit 3). 

Actions have also been taken international- 
ly. The OECD issued ‘Guidelines Governing 
Protection of Privacy and the Transborder 
Flow of Personal Data” (September 23, 1980) 
and the Council of Europe adopted a ‘‘Con- 
vention for the Protection of Individuals with 
Regard to Automatic Processing of Personal 
Data” (September 18, 1980). The OECD state- 
ment stresses the need to balance the desira- 
bility of the free flow of information with the 
protection of individual privacy. The Council 
of Europe statement emphasizes personal 
privacy considerations. 

In the case of non-personal transborder 
data flows, according to the Centre on 
Transnational Corporations, about 60 countries 
have issued some official statement. These 
statements deal mainly with the procurement 
and use of data processing equipment and in 
this way touch on TBDF. In one extreme exam- 
ple, government permission is required for use 
of international data transfer systems. In that 
country approval has been granted in the case 
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of airline reservation and demonstration Sys- 
tems, but denied in the case of time-sharing 
services, use of foreign data banks, and sys- 
tems related to the operations of certain 
types of foreign affiliates. 


Senior executives of multinational enter- 
prises have also recognized the need to dis- 
cuss the issue. For example, in November 
1979, a seminar on TBDF was sponsored by 
the U.S. Council of the International Chamber 
of Commerce, and addressed by executives 
from Associated Press, IBM, American Express, 
Control Data Corp., General Mills Corporation, 
Merck & Co., and Chase Manhattan Bank. As 
another example, in 1979 a New York consult- 
ing firm, McCaffery, Seligman and von Simson 
Inc. undertook a study of the actual transbor- 
der flows of data in 11 major North American 
ce.npanies. This study examined the issue in 
relation to production scheduling and coordi- 
nation, financial systems, engineering systems, 
purchasing and customer systems, and payroll 
and personnel systems. The importance of 
TBDF was found to vary widely between each 
area, so that any restriction on the flow of in- 
ternational data would not cause a uniform 
burden on all functions or on all companies. 
The conclusions with regard to possible re- 
strictions were that: 


@ The transborder flows of production 
and engineering data are critical. Restric- 
tions would require relocating and re- 
equipping industrial plants and seriously 
hamper corporate planning and 
management. 

@ The transborder flows of accounting in- 
formation could be accomplished with 
less sophisticated technology (public 
Telex or mail), although serious prob- 
lems of timeliness and accuracy would 
probably develop. 

@ Transborder data flows for information 
about individuals (employees or cus- 
tomers) are insignificant for most large 
U.S. multinational industrial and 
consumer companies. Record systems 
that contain information on individuals 
are usually processed on a local basis. 


The impact of restricting transborder data 
flows on multinational enterprises and on 
countries is not yet well understood. Available 
case studies suggest that the effect of restric- 
tions is uneven, and depends on industry and 
firm-specific factors. Certain information- 
intensive service activities such as banking, 
insurance, airlines and tourism, and the opera- 
tions of the mass media would be most se- 
riously affected by restrictions. Other firms 
would likely have to reorganize certain func- 
tional activities, which could have cost impli- 
cations. One aspect of the issue seems clear, 
and that is that host countries are sensitive to 
a wide range of issues associated with trans- 
border data flows, and as the need arises will 

address these issues in their dealings with for- 
eign investors. 
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Foreign Investment in Canada: 
What's the Score?* 


by Herbert C. Byleveld 


at a ee Se ee eee 
While the 1970s saw a remarkable net influx of foreign long-term capi- 
tal, early indications are that the 1980s may see great swings in both 


inflow and outflow of investment. 


The role of foreign capital in Canada’s economic development has 
been a hardy perennial in public discussions for several decades and the 
1980s are unlikely to be an exception. Much discussion has taken place 
on the various foreign investment policies, either in force or contemplat- 
ed, but there has been less done on setting out the conceptual complexi- 
ties and the statistical framework of current and past trends in foreign in- 
vestment. These are the prerequisites of informed debate and thus, indi- 
rectly, the prelude to judicious policy making. 


Foreign investment may refer to short- and 
long-term capital. We deal essentially with 
the latter here. Data on foreign long-term capi- 
tal in turn may specify flows — cross-border 
movements over a period of time, as recorded 
on the balance of payments — or identify the 
book value of a cumulative stock of foreign 
long-term capital in Canada at a specific time. 
The book value is also referred to as the for- 
eign investment position and is usually mea- 
sured at the end of each year. 

Such balance sheet data take a long time to 
collect and process and hence are published 
with a delay of several years. Accordingly, 
they are often neglected in public discussion, 
while up-to-date data regarding capital flows 
catch the headlines, although they tell only 
part of the story, as we shall see. 

Both foreign capital flows and the book 
value measured at a specific time may com- 
prise direct investment, provided by investors 
with some voice in the management of the 
recipient companies (‘direct investment enter- 
prises,” in official statistics), as well as portfolio 
capital, supplied by those primarily interested 
in revenue or capital appreciation. Our analysis 
disregards a relatively smaller third category 
of miscellaneous foreign investments, such as 
securities, mortgages or other assets held for 
non-residents by trustees or agents. These 
conceptual distinctions are made meaningful 
by putting numbers on them, starting with for- 
eign direct investment (FDI) in the 1970s, as 
background to the current situation. 


Net inflows of FDI 


The 1970s were a remarkable period for the 
net influx of foreign direct capital. In the first 
half of this decade it totalled more than $4 bil- 
lion, the highest amount ever reached in any 
five-year period. In contrast, during 1975-79, 


* 


This article first appeared in the Summer 1982 
issue of The Canadian Business REVIEW, 


published by the Conference Board of Canada. 


cross-border net flows of direct investment 
into Canada dropped below $1.75 billion, the 
lowest five-year total on record since 1950. 

Several reasons have been advanced for 
this decline. In 1975, the June 23 budget sus- 
pended the withholding tax on medium- and 
long-term corporate obligations (this measure 
is still in force). This concession, mostly to for- 
eign institutional investors, has indirectly en- 
couraged Canadian firms to meet a larger part 
of their capital requirements through medium- 
and long-term debt instruments. Moreover, 
1975 was the first full year in which the first 
phase of the Foreign Investment Review Act 
was in effect, providing for screening of for- 
eign takeovers of Canadian firms. Finally, the 
1975-79 period saw a significant Canadian 
repatriation of foreign-owned firms or assets 
in the oil and gas and mining sectors (e.g., 
Atlantic Richfield Canada and Pacific Petro- 
leum by Petro-Canada, the expropriation of 
potash mines by Saskatchewan). The resulting 
outflow of funds to pay for these Canadia- 
nized assets formed a partial offset to the 
inflow of foreign direct investment, which on 
a net basis, however, remained positive in 
nearly every year and for the 1975-79 period 
as a whole. 

Swings in foreign direct investment in the 
1980s may be even more marked than in the 
past decade. The year 1980 started with a net 
inflow of nearly $600 million, nothing unusual. 
But 1981 showed an unprecedented net out- 
flow (return flow) of foreign direct capital ex- 
ceeding $5 billion. In nominal or current dollar 
terms, this outflow is more than five times as 
large as the highest annual net direct inflow 
on record, which occurred in the early 1970s 
and approached $1 billion. 

In comparing distant years, however, such 
nominal data should be interpreted with cau- 
tion: a million 1981 dollars is, in terms of 
purchasing power, worth somewhat less than 
half of the same sum in 1971. In real terms, the 
1981 outflow would therefore represent close 
to $2.25 billion when expressed in 1971 dol- 
lars, using the Gross National Product (GNP) 
deflator for business fixed capital formation as 


a yardstick for the rate of inflation over this 
decade. 

Secondly, there have been special reasons 
for this large net return flow of foreign capital 
here in 1981. The introduction of the National 
Energy Program (NEP) in October 1980 provid- 
ed Canadian-controlled enterprises with sub- 
stantially greater incentives to explore and de- 
velop domestic oil and gas resources than are 
now available to enterprises controlled by 
non-residents. Subsequently, several massive 
takeovers of foreign-controlled subsidiaries by 
Canadian companies occurred last year. The 
largest transactions included — in approxi- 
mate order of magnitude — the takeover of 
the Hudson Bay Oil and Gas Company Ltd. by 
Dome Petroleum, of Petrofina by Petro- 
Canada, of the Aquitaine Company of Canada 
Ltd. by the Canada Development Corporation, 
of a share in Suncor by the Ontario Energy 
Corporation, of Sulpetro Limited by CanDel 
Oil, and several others. 

Thirdly, foreign direct investment expands 
through earnings retained by Canadian subsi- 
diaries. While not recorded on the balance of 
payments, it is an important growth factor, 
which will now be considered. 


FDI position 


An increase in the book value of foreign 
direct investment in Canada can come about 
in three ways: 


1) through a net capital inflow of direct in- 
vestment from abroad, as discussed 
above; 

2) through earnings retained by a Canadian 
subsidiary in Canada (a factor stressed 
in the 1972 Gray report’); or 

3) through “other factors”, such as a reval- 
uation of the book value of FDI when 
Canadian owners acquire foreign- 
owned firms or assets at prices higher 
than their historic book value. 


When the usual net inflow under 1 turns 
negative, as in 1981, the total book value of 
FDI in Canada may still increase, if items 2 and 
3 are sufficiently positive. 

Although recent data are not yet available, 
a rough “‘guesstimate” of item 2 suggests that 
the net increase in undistributed earnings in 
1980 may have added about $4.5 billion to 
the book value of foreign direct investment 
and in 1981 some $4 billion. 

As regards number 3, there have been 
several substantial takeovers of foreign-owned 
subsidiaries by Canadian buyers in 1981, caus- 
ing both a return flow of foreign funds under 1 
and an offsetting increase through revaluation 
of the FDI in place in Canada under 3. As a 
working hypothesis, the offset might be put at 
some $3 billion. 

Because of factors 2 and 3, it is thus con- 
ceivable that the foreign direct investment po- 
sition in Canada at the end of 1981 was still 
higher than the year before, in spite of the 
huge net outflow of more than $5 billion on 
the balance of payments under factor 1. 
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Relative importance of FDI 


Canadian concern about foreign direct in- 
vestment seems to have ebbed and flowed 
with its relative importance in the total posi- 
tion of foreign capital in Canada. In the early 
postwar years, the need to find jobs for the re- 
turning “‘boys overseas”, the fear of a postwar 
recession and later the post-Korean resource 
boom encouraged an open-door policy 
toward foreign direct investment, which rose 
to over half of all long-term capital inflows 
from abroad in the 1950s. Numerous takeovers 
of Canadian firms by foreign interests gradually 
raised concern, however, and in 1957, the 
Royal Commission on Canada’s Economic 
Prospects (the Gordon Commission) recom- 
mended a foreign investment policy that 
would “see a larger share of foreign capital in- 
vested in the form of bonds and mortgages, 
which do not involve control of large sectors 
of the economy.” 

For some twenty years, this did not happen. 
Until the early seventies, the share of FDI 
stayed high, often just a sliver below 60 per- 
cent, and this ratio persisted until 1974. Since 
then, however, the upsurge of portfolio invest- 
ment has cut back the reported share of FDI, 
which dropped to 51 percent by 1978 when 
calculated on the traditional basis. 

In fact, a new definition of foreign direct in- 
vestment, now used by both Statistics 
Canada and the International Monetary Fund 
in Washington, shows that the book value of 
FDI by the end of 1978 was only 47 percent of 
total foreign long-term investment in Canada 
($48 billion out of $102 billion). The new defi- 
nition eliminates from FDI some funds orginat- 


_ ing in the “country of control’ that are closer 
to portfolio investment and are now so classi- 


fied. Not only is the new definition of the 


_ stock of direct investment logically more pre- 
_ cise, it also ties in with the FDI flows in the 


_ official balance of payments statements. 


The old data are still useful as approximate 
indications of long-term trends over the post- 
World War II period. As regards the more 
recent past, the practical significance of the 
revised data is their disclosure that FDI by the 


_ late 1970s accounted for less than half of total 


long-term capital in place in Canada. Prior to 


_ the availability of this data it had been be- 
_ lieved that this situation would only emerge 
some time in the 1980s. 


Inflows of portfolio capital 


A different and more complete picture 


emerges if one considers, along with foreign 


direct investment, the net inflows into Canad- 


ian corporations of foreign capital in portfolio 
form. From 1970 to 1974, corporations re- 


ceived from abroad through new issues of 
bonds and debentures (net retirements) some 


$700 million. In the second half of the decade 
(1975-79), this influx of foreign capital into 


Canadian businesses soared to $7.5 billion. 
Smaller amounts were added by net new 
share issues. 


Table 1 


Foreign Long-Term Capital Investment in the Private Sector 


(millions of dollars) 
ee ee 


1970-74 


Cross-border flows 
Net direct investment! 
Net new bond issues 
Net new stock issues 


Subtotal 


Earnings retained in Canada by 
foreign-controlled subsidiaries 


CcSUESAIERVENenET eaccemmaner ro aie eet ee ee eo en 


Total (approximate) 


8,600 


13,550 


1975-79 1980 


1,660 -5,300 
7,420 3,500 


380 320 
9,340 2,470 -1,480 


17,000 4,500 4,000 


26,350 7,000 2,500 


i ee 


Excludes substantial borrowings by various levels of government and their enterprises. For instance, federal and 
provincial enterprises (predominantly the latter) attracted an inflow of some $1,600 million in 1980 and some 
$3,800 million in 1981 through net new bond issues from abroad, 


Preliminary entries by author based on incomplete information. 


Source: Statistics Canada 


Comments on the 1970s 


Table 1 combines the data regarding direct 
and portfolio investment discussed above. 
The variety of diametrically opposed conclu- 
sions that can be derived from a one-sided 
reading of this table is striking. To start with 
the 1970s, the statement that the flow of for- 
eign capital into Canadian industry has de- 
clined greatly during the decade is correct 
only if the concept is limited to net direct in- 
vestment flows and if the early and late 1970s 
are compared. Such a conclusion would be 
reached fom the cross-border flows of net 
direct investment, which show a decline by 
nearly $2.5 billion from over $4 billion in 
1970-74 to less than $1.75 billion in 1975-79, 
The decline in real terms would be even great- 
er if inflation were taken into account. 

On the other hand, looking at net new 
bond issues abroad by Canadian business, for- 
eign capital entered Canada at the unprece- 
dented rate of well over $7 billion in the 
period 1975-79 against a moderate $700 mil- 
lion in the first part of the decade. Along with 
net new share issues, this raised the total 
cross-border flows of foreign capital (direct 
plus portfolio) destined for the private sector 
from less than $5 billion in the early 1970s to 
more than $9 billion in the late 1970s (see sub- 
total in Table 1). 

The ‘‘stay-put” type of foreign capital — 
the earnings retained in Canada by foreign 
subsidiaries — do not appear in Canada’s bal- 
ance of payments, but they are an injection of 
foreign-owned funds nevertheless. In current 
dollars, they rose from over $8.5 billion in the 
early 1970s to some $17 billion in the 1975-79 
period. In the United States such retained 
earnings are included in their balance of pay- 
ments estimates. The total of foreign capital 
inflows into the private sector then becomes 


approximately $13.5 billion in 1970-74 and 
over $26 billion in 1975-79, measured in cur- 
rent dollars. 

To be meaningful, however, this upsurge of 
foreign capital flowing into Canada during the 
1970s must be evaluated against the change 
in size of the Canadian economy over the 
same period as measured by GNP. Both statis- 
tical series were affected by accelerating infla- 
tion during the period, and thus the ratio of 
one to the other (see bottom row) is probably 
the most significant figure to watch in Table 2. 

The bottom line shows that the supply of 
foreign-owned long-term capital to the 
Canadian private sector matched the growth 
in the GNP from the first to the second half of 
the latest decade; the ratio was about 2.5 per- 
cent in both periods of the 1970s. Numerically, 
foreign capital flows into industry became 
neither more nor less important in the Canad- 
ian economy over the last decade. This is cer- 
tainly true in current dollars, and if one as- 
sumes that inflation affected national output 
and the various industrial recipients of foreign- 
owned capital in about the same way, then it 
would be true in real terms as well. 


Comments on the 1980s 


It would be hazardous to make any progno- 
sis for 1980-84 on the basis of the first two 
years, which already show considerable diver- 
gence, especially in net direct investment 
flows as shown in Table 1. Adding in net new 
corporate bond and share issues, the total 
shows an inflow of $2.5 billion into the private 
sector in 1980 and an outflow of $1.5 billion in 
1981. 

The year 1981 was certainly unusual by 
past standards and dominated the 1980-81 
totals. The combined foreign long-term capital 
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Table 2 
GNP Compared to Foreign Long-Term Capital Flows 
into the Canadian Private Sector 
(billions of dollars) 


1970-74 


Foreign long-term capital flows 


into private sector 


Cumulative GNP over 5-year period 
(for 1980-81 a 2-year period) 


Foreign long-term capital as 
% of cumulative GNP 


Source: Statistics Canada 


investments in the private sector in Canada 
for 1970-74, 1975-79 and 1980-81 are shown 
in the bottom row of Table 1 and are trans- 
posed to Table 2 as the top line. According to 
the cumulative GNP for these periods, the 
supply of foreign long-term investment capital 
matched the growth in GNP during the two 
five-year periods of the 1970s (2.5 percent). 
But the 1980-81 ratio dropped to 1.5 percent 
in 1981-82, largely becaue of the events of 
1981. In other words, it was only last year that 
earlier talk about shrinking net inflows of for- 
eign capital in the Canadian economy received 
some support from comprehensive statistical 
evidence. In acknowledging this much, it is 
nevertheless enlightening to make a distinc- 
tion between two different capital flows that 
are concealed in summary statistics showing 
the dominant “mainstream” only. Foreign 
direct investment flowing into Canada in 1981 
taken as a separate ‘‘undercurrent’’ amounted 
to over $2 billion and was actually higher than 
the comparable figure for 1980. What pro- 
duced the negative entry (or net outflow) of 
$5.3 billion, shown in Table 1 as a net direct in- 
vestment, was a strong ‘‘counter-current” or 
return flow of about $7.5 billion of foreign 
direct investment from Canada. This occurred 
through the repatriation of previously foreign- 
controlled companies or assets in Canada — 
in other words, through takeovers of or signifi- 
cant participations in foreign-controlled firms 
here by public or private Canadian entities in 
1981. To put it arithmetically: $2.25 billion 
inflow minus $7.5 billion outflow on the entry 
“foreign direct investment in Canada” be- 
comes $5.25 billion outflow. 

Much of this return flow (through repatria- 
tion) of foreign direct investment in Canada 
occurred in the energy sector, as illustrated 
earlier. One of the objectives of the govern- 
ment’s National Energy Program is a greater 
Canadian private and public presence in the 
production of oil and natural gas; in practice, 
this would at least in part imply takeovers of 
foreign firms or major participations in their 
activities. 

Noteworthy in the non-energy sector is the 
takeover of the Canadian International Paper 


1975-79 1980-81 


13.6 26.3 95 


556.5 1,055.2 


2.4 25 


Company Ltd. by Canadian Pactific Enterprises 
from International Paper in New York on Octo- 


ber 1, 1981 — a transaction exceeding $1 billion. 


At this point, it is necessary to turn to 
another set of direct investment flows on the 
balance of payments, those under “Canadian 
direct investment abroad.” Here the principal 
actors are head offices of Canadian firms ac- 
quiring or disposing of assets abroad. While it 
is statistically possible to add the two entities 
together, thus producing a ‘double net’ 
figure, analytically they should be probed 
separately. 


Direct investment abroad 


Investments abroad made by Canadian 
firms advanced from $2.5 billion in the first 
half of the 1970s to $6.75 billion in the second 
half of the decade. In 1980, the outflow 
amounted to $2.75 billion, and it rose to 
nearly $5 billion in 1981. The latter figure rep- 
resents mostly further investments in existing 
Canadian subsidiaries abroad, the remainder 
being new takeovers during the year. 

Whether this trend should be a matter of 
concern depends in part on the reasons for 
such outflows, which are influenced both by 
domestic and foreign economic conditions 
and opportunities. 

The growth of Canadian direct investment 
abroad may well be associated with the rise 
of Canadian corporations to international 
status and the relatively small size of the 
Canadian market. 

The direct investment flows in 1981 were 
highly unusual, however. If one adds up the 
extraordinary net return flow on foreign direct 
investment account (over $5 billion) and the 
net outflow of Canadian direct investment 
abroad (nearly $5 billion), there has been a 
“double net’’ outflow of some $10 billion on 
the two direct investment entries of our capi- 
tal account for the reasons mentioned. The 
bunching of transactions has put pressure on 
the Canadian dollar, while causing concerns 
about inflationary pressures and rising external 
debt service burdens. 


In view of these considerations, the Minister 
of Finance on July 29, 1981, requested a 
number of the larger Canadian banks to sub- 
stantially reduce those lending activities in 
which the proceeds were converted to foreign 
currencies and used to finance takeovers of 
foreign companies abroad or in Canada. 

How to interpret the events of 19812 As 
the National Energy Program's specified Cana- 
dianization objective does not exceed 50 per- 
cent of Canadian ownership of the oil and gas 
industry (in terms of upstream production 
revenues), the large net return flows on the 
foreign direct investment account of 1981 
should perhaps be seen as part of some unusu- 
al transitional steps in the pursuit of this new 
equilibrium, rather than as a continuing trend. 
In fact, while the Minister of Finance in July 
1981 specifically exempted loans for NEP 
Canadianization purposes from his request, he 
added that the process of Canadianization 
was proceeding rapidly and ‘some slowing of 
this pace would be therefore quite consistent 
with the energy policies of the government.” 

To review, the Minister of Energy, Mines 
and Resources noted last May that the per- 
centage of the Canadian oil and gas industry 
owned by Canadians had already progressed 
from 28 to 35 percent of upstream production 
revenues. Regarding takeovers, the Canada 
Development Corporation, which acquired 
Aquitaine Canada and the Canadian assets of 
Texasgulf Inc. last year, announced in its 
recent annual report that it did not plan to 
make any significant acquisitions in the next 
two or three years. It should also be consid- 
ered that takeovers would not be the only 
way to make further progress toward the long- 
term goal of 50 percent Canadian ownership 
in the oil and gas industry. It could also be 
promoted to the extent desired through rela- 
tively faster growth of Canadian-owned 
companies as a result of incentives offered in 
the legislation. 

With all the one-sided attention paid to the 
exceptional outflows of direct investment 
capital from Canada, it has often escaped 
notice that the total inflow of long-term capi- 
tal from abroad has not changed at all in 1981. 
It was some $1.25 billion, the same as the year 
before. This was largely due to a flood of net 
new bond issues, which raised more than $10 
billion abroad. It is the nature of the long-term 
capital inflow that is changed rather than the 
total volume. 

On the whole then, there has not been a 
decline in the inflow of long-term capital into 
Canada in 1981. If one also considers substan- 
tial inflows on the account of short-term capi- 
tal, there has, on the contrary, been a signifi- 
cant increase in the total net foreign capital 
inflow. 


' Foreign Direct Investment in Canada, published 


by Information Canada, Ottawa, 1972, 523 pp. 
This report, prepared by a task force under the 
Honourable Herb Gray, explored the 
determinants and impact of foreign direct 
investment, considered policy implications and 
prepared the way for the Foreign Investment 
Review Act of 1973. 
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Capital investment projects in Canada 


tL 


Electric power, oil and gas, and 
mining 


This list shows major capital spending pro- 
jects now in progress or firmly committed in 
the electrical power, oil and gas, and mining 
sectors. Only projects costing more than $10 
million are included. Major projects planned 
but subject to government approval are not 
included. Information has been obtained from 
press reports. This report was prepared by the 
staff of the Foreign Investment Review 
Agency with the assistance of the Economics 
Department of the Bank of Nova Scotia. 


A decline in planned capital investments reflects the sluggishness of 
the Canadian economy over the past year or more. A number of large 
projects have been cancelled outright; others have been trimmed or 
deferred. According to Statistics Canada, capital spending in 1982 will ac- 
tually be more than 7 percent less than forecast at the beginning of the 
year. Considering inflation, that means that there may be a real decline 
from the 1981 level although in nominal terms planned investment may 
be more than 2 percent higher than 1981 levels. 


= oe ee ee a 


Company and Completion Cost 
project description date ($ million) Location 


a ee eee 


British Columbia 
a ee 


Electric power 
B.C. Hydro and Power Authority 
Transmission line 


north of Revelstoke 
mainland to 
Vancouver Island 
Oil and gas 
Chevron Canada Ltd. 

Refinery improvements 1982 13 


Shell Canada Ltd. 
Expansion, refinery 1982 50 


Burnaby 


Burnaby 


Mining 
Alcan Aluminium Ltd. 
Carbon paste plant 1983 68 


B.C. Coal 
Coal mine 1983 


Bethlehem Copper Corp. and Valley Copper Mines Ltd. 
Copper, molybdenum and precious metals mine 1983 18 


Kitimat 


282-335 Sparwood 


Highland Valley area 


Cominco Ltd. 
Electrolytic and melting plant 1982 210 ‘Trail 


Upgrade sulphur gas handling systems 1983 48 Trail 

Modernize sulphide leaching plant 1985 na. Trail 
Fording Coal Ltd. 

Expansion, coal mine 1982 115 Elkford 
Gibraltar Mines Ltd. 

Copper mine 1984 76 Williams Lake 
Noranda Mines Ltd. 

Copper-zinc-sulphur mine 1982 23 Buttle Lake 
Quintette Coal Ltd. 

Coal mine 1983-85 850 ‘Peace River area 
Shell Canada Resources Ltd. 

Coal mine 1982 340  Sparwood area 
Teck Corp. Ltd. 

Coal mine 1983 280 Peace River area 
WestCoast Transmission Co. Ltd. 

Expansion, sulphur recovery plant 1982 10 ‘Fort Nelson 
Westmin Resources 

Zinc-copper-lead-precious metals mine 1982 23 Buttle Lake 


a NR ee een ee ee ek EE - 
Alberta 


oo eee 


Electric power 


Edmonton Power thermal 1986-87 760 Genesee 

Trans Alta Utilities thermal 1984 1,200 Keephills 
Transmission system 1983 n.a.  Keephills to Edmonton 

Trans Alta Utilities and Alberta Power Ltd. thermal 1985-86 750 near Hanna 
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Oil and gas 
Alberta Natural Gas Ltd. 
Ethylene extraction plant expansion 1982 70 Cochrane 
Chieftan Development Corp. and Texas Resources Ltd. 
Gas processing plant 1982 21. Hythe area 
Dome Petroleum Ltd. 
Expansion, gas processing plant 1982 12 Willesden Green field 
Gas processing plant 1982 12. Cutbank field 
Foothills Pipe Lines (Yukon) Ltd. 
Prebuild section, Alaska Highway pipeline n.a 600 James River Junction 
to Monchy, 
Saskatchewan 
Gulf Canada Ltd. 
Expansion, refinery 1983 245 Edmonton 
Gulf Canada Resources Ltd. 
Gas production facilities 1982 15 near Edson 
Processing plant 1983 250 near Edson 
Hudson’s Bay Oil and Gas Co. Ltd. 
Gas processing plant 1983 70 West Pembina area 
Husky Oil Ltd. 
Expansion, heavy oil refinery 1982 55 Lloydminster 
Imperial Oil Ltd. 
Expansion, refinery 1983 300 Edmonton 
Pan Canadian Petroleum Ltd. 
Gas processing plant 1982 10  Carseland field 
Shell Canada Ltd. 
Modernization, expansion, gas processing plant 1983 60 Jumping Pound 
gasfield 
Expansion, gas processing plant 1982 20 Waterton 
Refinery/petrochemical complex 1984 1,400  Scotford 
Suncor Inc. 
Experimental bitumen project 1984 88 Cold Lake 
Mining 
Cardinal River Coals Ltd. 
Coal mine 1983 n.a. Hinton area 
Gregg River Coal Ltd. 
Coal mine 1983 215 Hinton area 
Luscan Sterco (1977) Ltd. 
Expansion, coal mine 1984 n.a Edson 
Union Oil Company of Canada Ltd. 
Coal mine 1984 300 ~— Hinton area 
Saskatchewan 
Electric power 
Saskatchewan Power Corp. thermal 1982 170  Coronach area 
hydro 1986 505 Nipawin 
Nipawin 
Oil and gas 
Federated Co-operatives Ltd. 
Refinery expansion 1983 25 Regina 
TransCanada Pipelines Ltd. 
Pipeline n.a 218 Alberta to Eastern 
Canada 
Mining 
Cluff Mining 
Uranium mine (Phase I!) n.a 100 Cluff Lake 
Key Lake Mining Corp. 
Uranium mine-mill 1983 563 Key Lake 
Potash Corporation of America 
Expansion, potash operation 1982 30 Saskatoon area 
Potash Corporation of Saskatchewan Ltd. 
Expansion, potash mine 1984 430 __ Lanigan 
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Manitoba 
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Electric power 
Manitoba Hydro 


Generating station 1989 2,500 Limestone, Nelson River 
Rehabilitation, generating station 1983 35 Great Falls 
Rehabilitation, generating station 1983 25 south of Seven Sisters 
Mining 
Hudson Bay Mining and Smelting Co. Ltd. 
Copper-zinc mine 1982 28 Flin Flon area 
Copper-zinc mine 1983 16 Flin Flon area 
Copper-zinc mine 1983 14 Snow Lake area 
Zinc casting plant 1982 10 ‘Flin Flon area 
Inco Ltd. 
Nickel mine 1985 72 Thompson 
a Se ie re te ye re 
Ontario 
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Electric power 


Great Lakes Power Co. Ltd. hydro 1982 113 Sault Ste. Marie 
Ontario Hydro thermal 1984 630 ~=Atikokan 
nuclear 1983 3,600 Pickering 
nuclear 1983-1987 5,500 Bruce 
Oil and gas nuclear 1988-90 6,700 Darlington 
Imperial Oil 
Oil processing plant renovation 1983 100 = Sarnia 
Suncor Inc. 
Heavy oil upgrader n.a. 335 Sarnia 
TransCanada Pipelines 
Pipeline 1982 450 North Bay to 
Morrisburg 
Mining 


Amoco Canada Petroleum Co. Ltd., 
Dome Mines, and Campbell Red Lake Mines 


Gold mine 1983 146 Detour Lake 
Denison Mines Ltd. 

Expansion, uranium mines 1985 250 Elliot Lake 
Dickenson Mines Ltd. 

Expansion, renovation of gold mine 1983 25 Red Lake area 
Dome Mines Ltd. 

Expansion, modernization gold mine 1984 92 Timmins 
Domtar Inc. 

Expansion, rock salt mine 1982 35 Goderich 
Eldorado Nuclear Ltd. 

Uranium refinery 1983 152 Blind River 

Uranium conversion plant 1983 106 Port Hope 
INCO Ltd. 

Cobalt refinery 1983 24 Port Colbourne 
Mattabi Mines Ltd. 

Zinc-copper mine 1984 26 Sturgeon Lake 
Rio Algom Ltd. 

Reactivation of uranium mine 1983 243 Elliot Lake 
Willeroy Mines 

Gold mine 1985 30 Kirkland Lake area 
a ee ee ee 
Quebec 
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Electric power 


Hydro-Québec hydro 1986 600 Manicouagan River 
(north of Baie Comeau) 
nuclear 1983 1,360 Gentilly 
Substation, transmission line 1986 150 Sherbrooke to New 
Hampshire or 
Vermont 
Société d’énergie de la Baie James hydro 1985 1,500 James Bay area 
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Oil and gas 
Gaz Inter-Cité Québec Inc. 
Gas distribution system 1991 500 _— Trois-Riviéres, Québec 
City and other points 
Gaz Métropolitain, Inc. east of Montreal 
Expansion, gas distribution system 1982 150 Montreal and east of 
Montreal 
Golden Eagle Canada Ltd. 
Upgrader and ancillary equipment late 1983 200 = St-Romuald 
Imperial Oil Ltd. 
Upgrading, pollution abatement 1983 21. Montreal 
Heavy fuel upgrading n.a. 61 Montreal 
Petro-Canada Ltd. 
Upgrader 1982 35 Pointe-aux-Trembles 
CANMET upgrader 1984 117. Montreal East 
Shell Canada Ltd. 
Upgrader n.a. 30 =Montreal 
Oil recycling plant 1983 12 Montreal 
TransQuebec & Maritimes Pipeline Inc. 
Pipeline 1984 1,000 east from Montreal 
Mining 
Agnico-Eagle Mines Ltd. 
Gold mine late 1983 12. Joutel Township 
Long Lac Minerals Ltd. 
Gold mine-mill late 1982 21. Cadillac-Malartic area 
Les Mines Seleine Inc. 
Salt mine fall 1982 66 Magdalen Islands 
Noranda Mines Ltd. 
Oxygen plant late 1982 35  Noranda 
Expand zinc reduction plant early 1983 35 -Valleyfield 
Société Nationale de l’Amiante 
Magnesium compounds plant spring 1983 14 Thetford Mines area 
Atlantic Region 
Electric power 
Lower Churchill Development Corp. hydro n.a. 4,500 Muskrat Falls, Nfld. 
Newfoundland and Labrador Hydro Commission —_ hydro 1982 155 Upper Salmon River, 
Nfld. 
Newfoundland Light and Power Co. Ltd. 
Various projects n.a. 34.5 Newfoundland 
Nova Scotia Power Corporation thermal 1984 160 New Waterford, N.S. 
Nova Scotia Tidal Power Corp. 
Demonstration project 1983 50 __— Bay of Fundy, N.S. 
Oil and gas 
ICG Brunswick Gas Ltd. 
Gas distribution system 1992 420 33N.B. communities 
TransQuébec and Maritimes 
Pipeline n.a. 800 New Brunswick, Nova 
Scotia 
Mining 
Cape Breton Development Corp. 
Coal mine development 1983 70 Prince mine, N.S. 
Transportation, coal-handling n.a. 58 near Glace Bay, N.S. 
Coal preparation plant 1982 23. Victoria Junction, N.S. 
Denison-Potacan Potash Co. 
Potash mine 1984-85 190 near Salt Springs, N.B. 
Yukon and Northwest Territories 
Electric Power 
Northern Canada Power Commission 
Hydro plant expansion 1984 53. Whitehorse Rapids, 
NWT 
Oil and gas 
Interprovincial Pipe Line (NW) Ltd. 
Pipeline 1985 576 from Norman Wells, 
NWT 
Mining 
Cominco 
Arsenic trioxide treatment plant 1982 14 Yellowknife area 
Cyprus Anvil Mining Corp. 
Lead-zinc mines, modification of mill 1985-88 1:70) a Faronyil 
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Provincial 
incentives 
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In an effort to attract new investment and industry, Canada’s provin- 
cial governments have developed a range of programs designed to pro- 
vide professional, technical and financial services to both foreign and 
Canadian firms. These incentive programs vary from province to province 
according to their economic vocation, industrial structure and priorities. 
In addition to providing technical assistance, such as the information and 
advisory services offered usually by their departments of industry and 
commerce, several provinces have created economic development 
corporations which offer financial assistance in the form of subsidies, 
loan guarantees and participation in share capital. Other provincial 
corporations work with industry to take advantage of certain market Op- 
portunities. All these provincial incentives should be considered together 
with the federal government's programs and services. The latter were de- 
scribed last in volume 4, number 2 of the Review. 


he ee eee ee fee iri Ai 


Newfoundland 


“Energy’’ could become a key word in New- 
foundland’s future economic vocabulary. The 
province has already harnessed enormous 
reserves of hydro-electric power. In addition, 
several years of intensive offshore oil explora- 
tion have produced some very promising re- 
sults. Currently, however, the cornerstones of 
the province’s economy are fishing, pulp and 
Paper and mining, particularly iron ore. Urani- 
um and gold have also been found. New- 
foundland has a limited manufacturing sector 
in electronics and food and beverages. The 
province’s scenic beauty and unique folklore 
have made it the site for the development of 
a significant tourist industry. 


Newfoundland and Labrador 
Development Corporation 
Limited 

The corporation assists small- and medium- 
sized business enterprises in the primary and 
manufacturing sectors to carry out capital pro- 
jects not exceeding $2.5 million by lending up 
to 80 percent of the total capital costs for up 
to 15 years at the prevailing interest rate. The 
corporation can provide up to 49 percent of 
equity requirements with holdings to be in 
the form of preference shares. 

To encourage the secondary and final pro- 
cessing of fish and fish products, the corpora- 
tion provides loans, interest free for the first 
two years if principal repayment is within pro- 
gram guidelines, for the purchase of suitable 
machinery and equipment approved by the 
corporation. Contact: Newfoundland and La- 
brador Development Corporation, P.O. Box 
1738, 44 Torbay Road, St. John’s, Newfound- 
land, Canada A1C 5P5. 


Department of Development 


The department has a market and product 
development program for assisting Newfound- 
land companies which plan to market goods 
or services Outside the province or within the 
province in order to substitute for goods and 
services being imported. A capital assistance 
program provides conditional grants to new 


or expanding ocean manufacturing industries 
and ocean service industries. The grants are 
for 50 percent of the approved capital cost of 
the project, to a maximum of $50,000. Con- 
tact: Department of Development, P.O. Box 
4750, St. John’s, Newfoundland, Canada A1C 
oy WE 

To encourage manufacturing business enter- 
prise to reduce the need for imported goods 
and to secure sales of provincially manufac- 
tured goods ouside the province, an exemp- 
tion from retail sales tax for capital investment 
in machinery and equipment is available. 
These exemptions will be jointly managed by 
the Departments of Development and Finance. 

As a further boost to small business, the 
sawmilling industry is exempted from retail 
sales tax for capital equipment expenditures 
made by sawmill operators and used directly 
in their manufacturing process. This exemption 
does not apply to the pulp and paper industry. 


Department of Rural Development 


The department offers rural development 
authority loans to encourage the development 
of small resource-based industries. It provides 
low-interest loans of up to $25,000 for the 
purchase of land or buildings, the construction 
or renovation of buildings, the purchase of 
machinery and equipment, and for working 
capital for start-up or expansion. 

The department also offers development 
grants as follows: 


(1) 50 percent of the capital cost up to 
$25,000 for the establishment, expan- 
sion or modernization of manufacturing 
or processing facilities. Maximum grant 
$12,500. 

(2) 50 percent of the capital cost up to 
$60,000 for the establishment of indus- 
tries utilizing primary resources. Maxi- 
mum grant $30,000. 

(3) 50 percent of the capital cost up to 
$30,000 for the expansion or moderniza- 
tion of industries utilizing primary 
resources. Maximum grant $15,000. 

(4) 75 percent of the approved cost up to 
$10,000 for the research and develop- 
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ment of new industry ideas. Maximum 
grant $7,500. 


Contact: Department of Rural Development, 
P.O. Box 4750, St. John’s, Newfoundland, 
Canada A1C 577. 


Prince Edward Island 


Prince Edward Island has much to offer pros- 
pective investors in locating their new or ex- 
panded manufacturing or processing operation 
on “the Island”. Traditionally, agriculture and 
fishing have been the cornerstones of the pro- 
vincial economy. The Island’s charming scen- 
ery has made tourism one of the province's 
principal industries. In recent years concentrat- 
ed effort has provided the human and physical 
infrastructure required to facilitate industrial 
development. Indeed, in recent years the pro- 
vince has enjoyed considerable industrial 
growth, notably in specialized manufacturing 
and food processing. This industrial growth 
has helped to provide a greater balance to the 
provincial economy. 

To assist in the further development of the 
industrial sector of the economy, the province 
provides a wide range of industrial incentives. 
To ensure orderly adminstration of these pro- 
grams, the province has structured a number 
of facilitating departments and agencies. 


Department of Tourism, 
Industry and Energy 


The Industry Branch of the P.E.l. Department 
of Tourism, Industry and Energy is responsible 
for the development of policy and recommen- 
dations for consideration by the Executive 
Council relative to industrial development ac- 
tivities in Prince Edward Island. The branch 
offers a variety of support services to existing 
industries as well as to potential new indus- 
tries locating in P.E.|. The branch is responsible 
for seeking out and attracting new industries 
to the province. Contact: Industry Branch, 
Department of Tourism, Industry and Energy, 
Charlottetown, Prince Edward Island, Canada 
C1A 7NB8. 


Industrial Enterprises 
Incorporated 


Industrial Enterprises Incorporated is a 
Crown agency governed by a Board of Direc- 
tors, and charged with responsibility for the 
further development of medium- to large-scale 
industrial operations in Prince Edward Island. 
The corporation provides long-term loans to 
assist in the purchase of land and buildings, as 
well as various incentive programs. Contact: 
Industrial Enterprises Inc., West Royalty Indus- 
trial Park, Charlottetown, Prince Edward 
Island, Canada C1E 1BO. 


Market Development Centre 


The Market Development Centre acts as a 
marketing agency for primary, processed and 
manufactured products in attempting to in- 
crease the sale of Island products in local and 
world markets. The activities and programs of 
the centre include sales activities, provisions 
of research and development, as well as a 
range of market management and promotion 
activities. Contact: Market Development 
Centre, P.O. Box 1510, Charlottetown, Prince 
Edward Island, Canada C1A 7N3. 


Nova Scotia 


Canada’s second smallest province, Nova 
Scotia, is a peninsula on the east coast of 
Canada. The province has historically relied 
on the ocean for fish, trade and transportation, 
and now the ocean is the setting for aggressive 
new oil and gas exploration. Recently this ac- 
tivity has accelerated since Mobil Oil Canada 
announced a commercial natural gas discovery 
near Sable Island. Coal mining is experiencing 
a resurgence as the Cape Breton Development 
Corporation’s mines produce metallurgical 
coal for the Sydney steel plant and for export, 
and thermal coal for power generation. Only 
45 of the more than 1600 manufacturing 
companies in the province employ more than 
200 people each, which means that slightly 
more than half the manufacturing labour force 
is in small businesses. 

Expanding opportunities in the offshore 
have encouraged the development of 
advanced-technology and research and devel- 
opment companies. Research and education 
facilities include the Bedford Institute of Ocea- 
nography, the Nova Scotia Research Founda- 
tion Corporation, the Canadian Marine Trans- 
portation Centre and four universities. An 
ocean industries park in Dartmouth provides 
special programs and facilities to assist ocean- 
related industries. The deepwater port at Hali- 
fax has two container facilities, a major naval 
dockyard and full shipyard capacity with a dry- 
dock able to handle Panamax-size vessels. Au- 
toport at Dartmouth is the largest automobile 
import-export operation in Canada. The ports 
of Halifax, Port Hawkesbury and Sydney are 
ice-free year-round. 


Nova Scotia Department of 
Development 


The Nova Scotia Department of Develop- 
ment is responsible for the development of 
businesses and industry. It offers loans to tour- 
ist industries and processing plants in agricul- 
ture, forestry and fisheries, through the Nova 
Scotia Resources Development Board. The In- 
dustrial Benefits Office acts as a focal point for 
inquiries about business opportunities arising 
in the offshore petroleum sector. The depart- 
ment also has specific assistance programs in 
marketing, management development and 
professional consulting. A rural industry pro- 
gram offers capital grants to businesses want- 


ing to establish, expand or modernize outside 
the Halifax-Dartmouth area. Other programs 
are offered by the departments of Agriculture, 
Lands and Forests, Tourism, Labour, Fisheries 
and Education which may be relevant to busi- 
ness and industry. Contact: Nova Scotia 
Department of Development, P.O. Box 519, 
Halifax, Nova Scotia, Canada B3) 2R7. 


Industrial Estates Ltd. 


Industrial Estates Ltd. is a Crown corporation 
for the financing of industry in Nova Scotia. It 
provides long-term loans on 20-year first mort- 
gages of up to 100 percent of the cost of land 
and buildings of manufacturers and 10-year 
financing of up to 60 percent of the installed 
cost of machinery. Contact: Industrial Estates 
Ltd., Suite 709, 5151 George Street, Halifax, 
Nova Scotia, Canada B3) 1M5. 


New Brunswick 


New Brunswick offers some very real 
geographic advantages to investors: on one 
side of the province is its common border 
with the United States, and on the other its 
seaports provide easy access to both North 
American and European markets. As a result, 
New Brunswick is an important trading area 
on the Atlantic coast. Agriculture, forestry and 
mining are all important economic activities in 
the province. In recent years, manufacturing 
has grown significantly, particularly pulp and 
paper, food processing and non-ferrous 
metals. 


Department of Commerce and 
Development 


The department offers firms established in 
New Brunswick an extensive support program 
in the areas of management, marketing, pro- 
duction and distribution. The department also 
seeks out and processes new industrial pro- 
jects, and evaluates applications for financial 
assistance submitted to the New Brunswick In- 
dustrial Development Board by entrepreneurs 
wishing to establish businesses in New Brun- 
swick. Contact: The Department of Com- 
merce and Development, P.O. Box 6000, Fre- 
dericton, New Brunswick, Canada E3B 5H1. 


New Brunswick Industrial 
Development Board 


The board offers financial assistance to 
firms in the form of direct loans, bonds or loan 
guarantees, or the acquisition of shares. The 
board also administers a joint federal- 
provincial grant and loans program for small 
businesses. Contact: The Department of Com- 
merce and Development, P.O. Box 6000, Fre- 
dericton, New Brunswick, Canada E3B 5H1. 
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Provincial Holdings Ltd. 


This Crown corporation has holdings in the 
share capital of manufacturing companies 
located in New Brunswick. The agency can 
hold equity in manufacturing and processing 
industries that wish to become established in 
New Brunswick. Contact: The Department of 
Commerce and Development, P.O. Box 6000, 
Fredericton, New Brunswick, Canada E3B 5H1. 


Quebec 


Quebec has a wealth of natural resources 
on which it can base further economic expan- 
sion. The province has a relatively strong in- 
dustrial base, particularly in aeronautics, ship- 
building and public transportation equipment. 
It has strong growth prospects in the machin- 
ery and electrical products industries. Que- 
bec’s tremendous reserves of hydro-electric 
power, available at a very competitive price, 
make the province an attractive location for 
the development of highly productive manu- 
facturing industries, particularly in the electro- 
metallurgical and electrochemical sectors. 
Also worth mentioning are Quebec’s relative 
strength and technological competence in 
transportation equipment, communications 
instruments, electrical equipment and 
pharmaceuticals. 


Quebec Industrial Development 
Corporations (QIDC) 


The QIDC is the Government of Quebec's 
principal tool for providing financial assistance 
to manufacturing firms established or being es- 
tablished in Quebec. This assistance is offered 
in different forms according to the nature and 
needs of the recipient firm: loans at prevailing 
market interest rates; partial reimbursement of 
loans when certain criteria are met; and partic- 
ipation in share capital. At press time, the 
QIDC had reevaluated and was awaiting a de- 
Cision on its program of partial reimbursement 
of debt costs. Contact: Quebec Industrial De- 
velopment Corporation, 1126 Chemin Saint- 
Louis, Room 700, Sillery, Quebec, Canada G1S 
TES. 


Department of Industry, 
Commerce and Tourism 


The department provides technical services 
0 firms in marketing, financing, management, 
nanpower and production, the negotiation of 
icensing agreements, market studies and 
tatistics. Under certain conditions and for cer- 
ain investments, the tourism industry may 
Iso be eligible for financial assistance from 
he department. It has permanent delegations 
‘tr economic counsellors in Atlanta, Boston, 
russels, Caracas, Chicago, Dallas, Dusseldorf, 
dmonton, London, Los Angeles, Milan, New 
ork, Paris, Tokyo and Toronto. Contact: 
Yuebec Department of Industry, Commerce 


and Tourism, Industrial Promotion Branch, 1 
Place Ville-Marie, Suite 2300, Montreal, 
Quebec, Canada H3B 3M6. 


Quebec enterprise development 
corporations (SODEQ) 


These are private corporations that invest in 
small- and medium-sized Quebec manufactur- 
ing firms to which they offer management 
assistance. Contact: Department of Industry, 
Commerce and Tourism, Enterprise Services 
Branch, 710 Place d’Youville, 8th Floor, 
Quebec, Quebec, Canada G1R 4Y4. 


SOQUEM, SOQUIM, SOQUIP, 
SOQUIA, REXFOR 


These Quebec government-owned compa- 
nies are involved in financial participation in 
joint ventures with Canadian or foreign 
private-sector investors in the mining sector 
(SOQUEM), oil and gas (SOQUIP), agriculture 
and food industries (SOQUIA) and forestry 
(REXFOR). Contact: Quebec Ministry of Indus- 
try, Commerce and Tourism, Industrial Promo- 
tion Branch, 1 Place Ville-Marie, Suite 2300, 
Montreal, Quebec, Canada H3B 3M6. 

Processing firms can also receive exemp- 
tions from the provincial sales tax on certain 
products, and tax rebates on fuel purchases 
and on industrial machinery used for process- 
ing in Quebec. 


Ontario 


Ontario is one of Canada’s most important 
centres of economic activity. Of all the pro- 
vinces, it has the largest number of manu- 
facturing firms and is the home of numerous 
head offices. Its capital, Toronto, is the finan- 
cial heart of the country and the service indus- 
try is highly concentrated there. Its most im- 
portant industries are automobile manufactur- 
ing, steel, tourism, mining and pulp and paper. 
The Government of Ontario offers various pro- 
grams which provide financial incentives and 
advisory services to stimulate the economy 
and create jobs. 


Development corporations 


Ontario has three development corpora- 
tions: the Ontario Development Corporation, 
the Eastern Ontario Development Corporation 
and the Northern Ontario Development 
Corporation. They offer a comprehensive pro- 
gram of financial and advisory services to busi- 
ness and industry thoughout Ontario. Secon- 
dary manufacturing industries, service indus- 
tries closely allied to manufacturing, tourist op- 
erations and tourist attractions are all eligible 
for development corporation assistance. 

The type of financial assistance provided is 
tailored to the needs of the applicant and may 
be provided through any one or combination 


of the following methods: corporation consul- 
tants may help the client in approaching pri- 
vate lenders or other sources of government 
funding; guarantees may be provided to en- 
courage private lender participation; direct 
loans from the development corporations in- 
volving a variety of terms and conditions of 
repayment can be adapted to meet the specif- 
ic needs of the small business person; and spe- 
cial incentives may be offered if it can be 
shown that the project would not succeed 
unless an incentive were available. Contact: 
the appropriate corporation at: 1200 Bay 
Street, 6th Floor, Queen’s Park, Toronto, Onta- 
rio, Canada M7A 2E7, 


Small Business Development 
Corporations Program 


Incentives in the form of grants to individual 
investors and tax credits to corporate investors 
are provided to encourage equity investment 
in Ontario-based small-business ventures. The 
incentives are available only on new issues of 
SBDC shares. 

Subject to certain conditions, investors may 
establish their own small business develop- 
ment corporation through a straightforward 
registration procedure. In 1981-82, the mini- 
mum Capital requirement for an SBDC is 
$100,000. Businesses involved in mining, oil 
and gas exploration, development and pro- 
duction do not qualify as eligible investments, 
but are handled in separate incentive 
programs. 

Upon receipt of their share certificates from 
the SBDC, individuals may apply to the Onta- 
rio Ministry of Revenue for a grant amounting 
to 30 percent of their capital investment in 
the SBDC. A special statement concerning the 
share purchase is provided by the SBDC to 
the Ministry of Revenue for this purpose. For 
corporations, the statement is submitted to 
the Ministry of Revenue and, when approved, 
installment payments not fully applied in the 
year of investment may be carried forward in- 
definitely. Contact: Ministry of Revenue, Par- 
liament Buildings, Queen’s Park, Toronto, On- 
tario, Canada M7A 1X8. 


Ministry of Industry and Trade 


The Ministry of Industry and Trade assists 
the private sector in three main areas: expan- 
sion of trade, encouraging investment oOppor- 
tunities and strengthening the competitiveness 
of Ontario's industrial base. The ministry assist 
businesses in selling to promising markets, 
both domestically and internationally. Initia- 
tives in this area include identification of 
major sectors with high import-replacement 
opportunities, working with the private sector 
in an expanded consumer ‘Buy Canadian” 
program and assisting large Canadian firms to 
find domestic suppliers. To help Ontario cap- 
ture more international trade and investment, 
a new trade division works with the Ontario 
International Corporation to recruit participa- 


FOREIGN INVESTMENT REVIEW — Autumn 1982 23 


tion in trade missions and trade fairs to intro- 
duce Ontario firms to world markets and to 
build on existing opportunities in foreign 
trade. The ministry is responsible for the 
launching of six technology centres in the pro- 
vince. These centres will be concerned with 
the application of advanced but existing 
technology to Ontario industry. Other ministry 
activities include assisting small business de- 
velopment, encouraging world-scale manu- 
facturing facilities, encouraging emerging sec- 
tors, and accelerating new technology intro- 
duction and transfer. Contact: Ontario Minis- 
try of Industry and Trade, Parliament Buildings, 
Queen’s Park, Toronto, Ontario, Canada M7A 
Met 


Manitoba 


Gateway to Canada’s west, Manitoba has 
one of the most diversified provincial econo- 
mies in Canada. Agriculture and mining consti- 
tute the primary sector, but in recent years 
the province has seen its economic base 
expand as a result of a growing manufacturing 
sector which leads the economy in terms of 
output and employment generation. For all 
Manitoba programs contact: Manitoba 
Department of Economic Development and 
Tourism, 155 Carlton Street, Winnipeg, 
Manitoba, Canada R3C 3H8. 


Department of Economic 
Development and Tourism 


The major thrust of the department's pro- 
grams for business and industry is Enterprise 
Manitoba, the $44-million federal-provincial 
Industrial Development Agreement. Its major 
objective is to stimulate growth in manufactur- 
ing, and has identified six priority sectors: 
aerospace, electronics, food and beverages, 
health-care products, light machinery and 
transportation. The department provides 
strong service support to these industries 
through its pool of experienced industrial 
consultants. 


Small Enterprise Development 


Small Enterprise Development is responsible 
for providing a broad range of programs to 
small- and medium-size business with an 
emphasis on manufacturing and processing en- 
terprises. Rural Small Enterprise Incentives Pro- 
gram provides interest-free forgivable loans 
for manufacturing, processing or related main- 
tenance or repair business. New or expanding 
firms are eligible for assistance and must be 
located outside metropolitan Winnipeg. 

Advance Factory Space provides self- 
contained modules from 140 m2 to 379 m2 in 
two Enterprise Development Centres located 
in Brandon and Winnipeg. Available on a cost- 
sharing basis for new buinesses, or businesses 
launching a new product, the program is de- 
signed to permit earlier start-up than might 


otherwise be possible. As well, the centres 
offer technical and business services through 
the use of staff and private consultants, the 
latter on a 50-percent cost-sharing basis. 


Trade Development Branch 


Trade Development provides services and 
support to increase interprovincial and export 
sales of Manitoba-made goods and services, 
thus strengthening and expanding the manu- 
facturing base of the province. The aim is to 
upgrade marketing capabilities of Manitoba 
firms and to tie in sales of Manitoba-made pro- 
ducts to major projects in Western Canada. 


Regional Benefits Branch 


This branch has been established to maxi- 
mize the use of Manitoba goods and services 
in all major capital projects throughout the 
province and to maximize purchases by the 
Manitoba government of Manitoba-made 
goods and services. 


Travel Manitoba 


Responsible for marketing Manitoba as a 
desirable vacation destination, this branch as- 
sists entrepreneurs with the development of 
tourism accomodations, facilities and attrac- 
tions. The branch also administers and delivers 
the programs of Destination Manitoba, the 
federal-provincial cost-shared agreement for 
the development of tourism in Manitoba. 


Manitoba Design Institute 


The institute provides design consulting 
and advisory assistance to manufacturers for 
design research and product innovation. Cost- 
shared funding is available for design projects 
— packaging design, brochure design, corpo- 
rate identity and product design improvement. 


Manitoba Research Council 


The council provides technical assistance in 
the area of product and processes develop- 
ment, raw material selection and testing, pro- 
duct testing and quality control. The council 
operates Industrial Technology and Food Pro- 
duct Development Centres to deliver these 
and other technology-assistance programs. 


Manitoba Interest-Rate Relief 
Program 


This small business program offers limited 
one-time assistance to business in default to 
major creditors. At present, businesses with 


gross receipts of less than $350,000 are eligible 
for up to $6000 a year in aid for up to two 
years ending December 31, 1983. 


Saskatchewan 


Saskatchewan is Canada’s most important 
agricultural province and given the importance 
of agriculture to the province’s economy, it is 
not surprising that a number of important agri- 
cultural equipment manufacturers have estab- 
lished themselves there. In addition, Sas- 
katchewan has a growing resource sector, par- 
ticularly in potash, uranium and petroleum. 
The province is also the home of the Canadian 
west’s largest steel industry and its production 
of pipe and steel products has been increasing 
steadily. Saskatchewan has a special interest 
in industries related to machinery and equip- 
ment, food processing, electronics, plastics, 
pharmaceuticals and industries supplying the 
resource sector. 


Department of Industry and 
Commerce 


The department offers a variety of develop- 
ment programs to assist businesses in the pro- 
vince. These include: The Aid to Trade Pro- 
gram for manufacturers wishing to extend 
their market areas through promotion; the Pro- 
duct Development Program which provides 
assistance for developing and testing of new 
products; and the Management Development 
Program which is aimed at helping firms im- 
prove performance through counselling, 
technical assistance, courses and seminars. For 
the most part, these programs provide assis- 
tance up to 50 percent of approved costs. 

The Small Industry Development Program 
provides forgivable loans to manufacturers 
planning to expand, modernize or establish 
new facilities in Saskatchewan. The amount of 
assistance depends upon the size of the pro- 
ject and its location. Grants are available 
under the Small Business Interest Abatement 
Program to businesses borrowing to start new 
operations or expand and upgrade existing 
ones. Contact: Saskatchewan Department of 
Industry and Commerce, 3rd Floor, SaskTel 
Building, 2121 Saskatchewan Drive, Regina, 
Saskatchewan, Canada S4P 3V7. 


Saskatchewan Economic 
Development Corporation 
(SEDCO) 


SEDCO’s primary objective is to foster 
economic growth within the province. This 
role is facilitated through diversified financial, 
industrial and property services to virtually all 
sectors of the provincial economy. SEDCO 
provides project financing to Saskatchewan 
businesses in the form of term financing, guat- 
antees, equity participation and a variety of 
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special programs as the need arises. In addi- 
tion, SEDCO organizes industrial sites for lease 
or sale and provides property-related services 
to businesses in the province. SEDCO is also 
the developer and manager of Innovation 
Place, a major research park situated adjacent 
to the University of Saskatchewan at Sas- 
katoon. Contact: Saskatchewan Economic De- 
velopment Corporation, Communications, 
1106 Winnipeg Street, P.O. Box 5024, Regina, 
Saskatchewan, Canada S4P 3M3. 


Alberta 


With its abundant petroleum, natural gas 
and coal resources, Alberta is Canada’s most 
important energy-producing province. In addi- 
tion to intense exploration and development 
activities in Alberta’s conventional and non- 
conventional energy resources, the manu- 
facturing and service sectors have grown ex- 
tensively. Alberta is also an important agricul- 
tural producer, particularly in grains and lives- 
tock. The volume of government revenues 
from petroleum production royalties and 
exploration and development permits has 
made it possible for Alberta to have the 
lowest personal and corporate income tax 
rates in Canada. 


Department of Economic 
Development 


The department offers a variety of services 
relevant to industry. Its Strategic Planning Ser- 
vices are responsible for coordinating econom- 
ic activity related to a number of government 
departments. Its Industry Development 
Branch seeks to improve the performance of 
Alberta’s manufacturing and processing indus- 
tries by means of sector development pro- 
grams, business expansion assistance and new- 
business establishment programs. The depart- 
ment offers marketing services, seeking to 
match product and manufacturing capacities 
with domestic and foreign market opportuni- 
ties as well as assisting business on marketing 
problems. The department also offers trade- 
development services by assisting the industri- 
al and consulting sectors to expand export 
sales through trade shows, exhibits, missions, 
joint ventures and licensing opportunities. 
Contact: Department of Economic Develop- 
ment, Government of Alberta, Industry Devel- 
opment Branch, 9th Floor, Pacific Plaza, 10909 
Jasper Avenue, Edmonton, Alberta, Canada 
T5j OM8. 


Alberta Opportunity Company 


The company provides funds for growth, 
expansion and diversification of industry 
when other forms of conventional financing 
are not readily available. This includes direct 
loans at market rates for up to 15 years and 
loan guarantees. Emphasis is placed on small 


business in smaller communities. Contact: Al- 
berta Opportunity Company, P.O. Box 1860, 
Ponoka, Alberta, Canada TOC 2HO. 


Department of Tourism and 
Small Business 


The department aims to develop Alberta as 
a year-round destination for tourists by offer- 
ing marketing and development services to 
the tourist industry. Small business is assisted 
by means of counselling activities, manage- 
ment consulting, small business guides, com- 
munity economic development, and an indus- 
trial land and business site location program. 
Contact: Department of Tourism and Small 
Business, Government of Alberta, 16th Floor, 
Capitol Square, 10065 Jasper Avenue, Edmon- 
ton, Alberta, Canada T5) OH4. 


British Columbia 


Canada’s Pacific province, British Columbia, 
has an extensive export-oriented resource- 
based economy in which forestry, mining, fish- 
ing and agriculture predominate. British 
Columbia’s geographical position has made it 
a natural site for the development of impor- 
tant export industries with direct access to 
Pacific Rim and other world markets. In fact, 
the province’s largest city, Vancouver, is Cana- 
da’s gateway for trade with Japan, China and 
other Asian countries, the western United 
States, Latin America and Europe. British 
Columbia's principal manufacturing firms are 
closely tied to the province’s natural 
resources, essentially forest products, pulp 
and paper, mineral commodities and 
hydrocarbons. 


Ministry of Industry and Small 
Business Development 


The ministry offers a variety of programs de- 
signed to stimulate industrial and export de- 
velopment, especially in secondary manu- 
facturing. Its export services include programs 
related to trade missions, market develop- 
ment, incoming buyers and trade shows. The 
ministry’s technical services assist companies 
to expand their facilities, diversify their pro- 
duct lines or establish new businesses by 
means of financial support for hiring outside 
professionals to help develop corporate plans 
and operations. 

The ministry also coordinates and manages 
a number of federal-provincial programs de- 
signed to encourage the economic and indus- 
trial development of the province. One such 
program is a $70-million agreement to provide 
assistance for research, regional economic de- 
velopment commissions, small business and 
community industrial development (industrial 
parks, sites, malls and advance factory space). 
A $60-million agriculture and rural develop- 
ment program provides assistance for research, 
planning, training, market promotion, coor- 


dinated resource management, primary 
resource development, support services and 
community development. A third program, 
the result of a $50-million agreement, provides 
assistance to the province’s travel industry. All 
these programs have geographical target re- 
gions which generally exclude the areas in and 
around Vancouver and Victoria. Contact: Ex- 
ecutive Director, Business Development 
Branch, Ministry of Industry and Small Business 
Development, 315 Robson Square, 800 
Hornby Street, Vancouver, British Columbia, 
Canada V6Z 2C5; or, Director, Program 
Design and Project Appraisal Branch, Ministry 
of Industry and Small Business Development, 
Parliament Buildings, Victoria, British Columbia, 
Canada V8V 1X4. 


British Columbia Development 
Corporation (BCDC) 


The BCDC provides financing in the form of 
term loans, loan guarantees, performance 
bonds, indemnities to chartered banks and 
leasing of buildings. While there is no limit on 
the amount of funds the corporation may pro- 
vide, in large-scale projects it prefers to pro- 
vide assistance in conjunction with other 
financial institutions. As well as its own corpo- 
rate lending activity, the BCDC administers 
the province’s Low Interest Loan Assistance 
Program by virtue of which loans can be made 
to manufacturing or processing businesses 
that wish to modernize, expand or establish in 
British Columbia. Finally, the BCDC provides 
serviced land on a sale or lease basis to secon- 
dary manufacturing and related service indus- 
tries. Land is available through the Land Devel- 
opment Division. The BCDC acts as project 
manager of large capital projects in British 
Columbia. Contact: British Columbia Develop- 
ment Corporation, 272 Granville Square, 200 
Granville Street, Vancouver, British Columbia, 
Canada V6C 154. 


Northwest Territories 


NWT Financial Assistance 
Programs 


The Government of the Northwest Territo- 
ries administers a number of financial assis- 
tance programs to promote the development 
of economic activity and the creation of jobs 
in the NWT by assisting business operations 
and related activities. Special emphasis is 
given to businesses owned or operated by 
the Territories’ original peoples. Assistance 
may include immediate interim financing to 
resident business enterprises, and seed cpaital 
funds to complement development loans. 
Special ARDA cash grants are given for pro- 
jects that provide jobs and improve incomes 
and opportunities of people of Indian and 
Inuit ancestry. Contact: Government of the 
Northwest Territories, Box 1320, Yellowknife, 
NWT, Canada X1A 2L9. 
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Statistical tables 


oy eee TE eS SS RR TS a EL 


REVIEWABLE ACQUISITION 
CASES* 


Table 1 — Outcome or stats 0. 2 ee 
1978 1979 1980 1981 1981 1982 
Reviewable new cases 360 380 337 341 173 179 
Carried over from previous period 73 106 114 123 123 179 
Total of above 433 486 451 464 296 358 
Total resolved 327 372 328 285" 113 194 
Allowed 282 320 249 230 91 161 
Disallowed 28 24 37, 29 13 15 
Withdrawn 17 28 42 26 9 18 
Carried over to next period 106 114 123 179° 183 164 
Allowed cases as percentage of resolved (%) 86 86 76 81! 81 83 
Value of assets, all cases ($000,000) 4,489 4,049 3,988 8,320 1,649 1,653 
Table 2 — Country of control JAN — JUNE 
1978 1979 1980 1981 1981 1982 
Total 360 380 337 341 173 179 
United States 243 248 197 202 114 120 
United Kingdom 47 52 53 46 23 19 
Other Western Europe Sy 68 65 70 28 26 
Austria = 1 = = = = 
Belgium 1 2 1 4 = 1 
Denmark 1 1 1 2 1 
Finland — 2 3 2 = 1 
France 5 9 12 12 4 5 
Germany, West We 22 20 21 10 10 
Greece _ 1 _ - — — 
Italy 1 2 2 2 - - 
Liechtenstein 1 1 2 — — — 
Luxembourg { - _ _ = - 
Netherlands 8 6 7 4 3 1 
Norway 1 = 1 2 = 1 
Spain — 1 _ _ = — 
Sweden 7 13 6 9 6 4 
Switzerland 9 We 10 12 4 3 
All other 18 1 22 23 8 14 
Australia — 3 4 2 1 2 
Bermuda _ 1 1 2 1 — 
Japan 7 2 PD 3 2 2 
Others 11 6 ah) 7 4 10 
Allowed cases as percentage of resolved % % % % % % 
United States 87 85 74 76 76 81 
United Kingdom 78 87 79 78 77 89 
Other Western Europe 89 88 78 92 96 82 
All other 80 93 76 90 83 93 
Table 3 — Industrial sector JAN — JUNE 
1978 1979 1980 1981 1981 1982 
Total 360 380 337 341 173 179 
Primary 30 29 17 We g) 12 
Agriculture, fishing and trapping 5 4 it 3 1 2 
Forestry 1 a 2 = = a 
Mines, quarries, oil wells 24 25 14 14 8 10 
Manufacturing 162 178 141 133" 71 71 
Food, beverage and tobacco 15 14 14 6 4 5 
Rubber, plastic and leather 12 5 6 8 6 6 
Textiles, knitting and clothing 4 14 7 ily 2 2 
Wood, furniture and paper 14 10 8 15 7 1 
Printing, publishing and allied 4 5 4 6 4 2 
Primary metal and metal fabrication 20 34 24 22 9 15 
Machinery and transport equipment 28 43 23 22 13 13 
Electrical products 16 20 17 10 6 10 
Non-metallic mineral products 8 4 6 5 4 3 
Petroleum and coal products 1 1 - 1 1 = 
Chemical 22 17 12 7: 10 10 
Miscellaneous 18 11 20 10 5 4 
Construction and services 168 173 179 191° 93 96 
Construction 1 6 6 15 7 6 
Transportation, communication, utilities 10 9 9 8 5 5 
Trade 101 93 93 83 38 48 
Finance, insurance, real estate iv) 12 27 19 8 6 
Community, business, personal services 37 53 44 66" 35 31 


ee 


* Provision for review of acquisitions came into force April 9, 1974. 


" Revised, 
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REVIEWABLE NEW BUSINESS 


Table 4 — Outcome or status JAN — JUNE 
SE ed A Be Se ee es es te ee 
CASES* 1978 1979 1980 1981 1981 1982 
Reviewable new cases 331 379 398 421 213 185 
Carried over from previous period 52 64 70 129 129 200 
Total of above 383 443 468 550 342 385 
Total resolved 319 373 339 350° 145 235 
Allowed 273 323 287 247 106 151 
Disallowed 21 22 27, 43 a7 27 
Withdrawn 25 28 25 60° 22 57 
Carried over to next period 64 70 129 200° 197 150 
Allowed cases as percentage of resolved (%) 86 87 85 71 73 64 
Planned investment, all cases ($000,000) 323) 202 1,005 1,068 471 2,255 

Table 5 — Country of control JAN — JUNE 
1978 1979 1980 1981 1981 1982 
Total 331 379 398 421 213 185 
United States 192 205 223 237 ii) 107 
United Kingdom 26 45 By; 40 23 1S 
Other Western Europe 80 82 111 78 37 45 
Austria 3 a= 3 — st aes 
Belgium 1 5 1 D 1 1 
Denmark 4 2 7 i 2 1 
Finland 1 7 1 4 4 3 
France 16 15 23 19 6 2 
Germany, West 18 19 25 23 11 11 
Gibraltar = = 1 a x el 
Greece 1 =a 1 Ses 25 fa 
Ireland 1 1 _ 1 1 = 
Italy 10 6 14 4 3 1 
Liechtenstein — _ 1 _ _ ~ 
Luxembourg 1 _ 1 1 - o 
Monaco _ _ — — _ _ 
Netherlands 1 4 12 8 4 3 
Norway 3 1 3 1 = 5 
Portugal 1 ~ — — — 1 
Spain 2 1 2 — ~ —_ 
Sweden 5) 6 8) 5 2 2 
Switzerland 12 15 if 8 3 5 
All other 33 47 27 66 34 18 
Australia 3 2 3 1 _ 1 
Hong Kong 3 4 6 27 if 1 
India 1 1 — 3 - 1 
Japan 6 17 3 14 7 6 
Others 20 23 15 21 10 9 
Allowed cases as percentage of resolved % % % % % % 
United States 86 86 84 70 73 65 
United Kingdom 81 92 83 76 77 74 
Other Western Europe 87 88 89 75 al 77 
All other 82 83 75 61 75 Ad 

Table 6 — Industrial sector JAN — JUNE 
1978 1979 1980 1981 1981 1982 
Total 331 379 398 421 213 185 
Primary Pil 16 42 23 14 3 
Agriculture, fishing and trapping 2 — 7 4 2 2 
Forestry 2 1 2 _ — -— 
Mines, quarries, oil wells 23 15 33 19 12 i 
Manufacturing 99 100 126 118 61 50 
Food beverage and tobacco 6 11 11 5 4 5 
Rubber, plastic and leather 5 9 dit 10 3 8 
Textiles, knitting and clothing 5 8 6 10 7 4 
Wood, furniture and paper 6 9 14 9 5 if 
Printing, publishing, and allied 4 5 4 3 3 1 
Primary metal and metal fabrication 12 18} 24 21 10 8 
Machinery and transport equipment 19 20 18 23 13 13 
Electrical products 7 8 13 7 2 6 
Non-metallic mineral products 6 1 5 6 3 2 
Petroleum and coal products - _ 1 1 1 — 
Chemical 6 7 9 10 4 4 
Miscellaneous 23 9 10 13 6 3 
Construction and services 205 263 230 280 138 132 
Construction 14 12 ih 18 10 7 
Transportation, communication, utilities ai 11 i 11 4 6 
Trade 103 156 129 149 72 82 
Finance, insurance, real estate 4f4| 14 7 11 7 2 
Community, business, personal services 66 70 75 91 45 35 


* Provision for review of new businesses came into force October 15, 1975. 
" Revised. 
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Articles in previous issues: 


Vol. 2, No. 1 


Vol. 2, No. 2 


Vol. 3, No. 1 


Vol. 3, No. 2 


Vol. 4, No. 1 


Vol. 4, No. 2 


Vol. 5, No. 1 


Vol. 5, No. 2 


New incentives for industrial research and development 
Investment opportunities and prospects in the Atlantic provinces 
FIRA procedures: clarifying some legal issues 
Banking in Canada: the chartered banks 
The short-term money market in Canada 
Corporate concentration and performance: 

recommendations of the Royal Commission 


An introduction to Canada’s coal industry 
European investment in Canada: 
West European 
Soviet and East European 
Canadian participation in foreign-owned businesses in Canada: 
Management 
Equity 
Small business in Canada 


Japanese investment in Canada 

Canada’s industrial relations in international perspective 
Acquisitions by multinationals 

Capital markets in Canada 

Westinghouse Canada: beyond the branch plant 
Investment opportunities in energy conservation 


The challenge of Alberta’s non-conventional oils 
A new financial community in the West 

U.S. investment in Canada 

O&K Orenstein & Koppel: A case study 
Pétromont: a key to Montreal’s economic future 
Are foreign subsidiaries more innovative? 


Canada’s forest products industry 

German investment in Canada 

Ontario’s economy: strength through diversification 
Tidal power: the new wave in electricity generation 
Foreign investment in the service sector 


Quebec’s new economic landscape 

Some practical advice on Canada’s foreign investment review process 
New opportunities in Canadian banking 

A resurgent Canadian aerospace industry 

The Alaska Highway Gas Pipeline: not your everyday shopping list 
The canadianization of Brinco 


British Columbia: Canada’s slice of the Pacific Rim 
The changing pattern of Canada-US financial flows 
More foreign investment but . . . less foreign control 
Canada’s investment program, 1981-2000 

New life for Canadian metal mining 


Canada’s advanced-technology industry 

The challenge, the opportunity in Canada’s offshore 

An international licensing agreement for Canadian technology 
Government assistance for small business 

Saskatchewan’s economy, on the upswing 


Copies of these issues, as well as annual reports of the Agency and information of interest to 
investors making application under the Foreign Investment Review Act, are available from: Circu- 
lation Manager, Foreign Investment Review Agency, Box 2800, Station “D”, Ottawa, Canada 
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